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THE BANK OF AUSTRALASIA. 


Incorporated by Royal Charter, 1834. 


Paid-up Capital - - - - £4,500,000 
Reserve Fund - - - - £2,475,000 
Currency Reserve : - £2,000,000 


Reserve Liability of Penguiotere under the Charter £4,500,000 


£13,475,000 





COURT OF DIRECTORS : 


D. F. ANDERSON, EsQ F. V. C. LIVINGSTONE-LEARMONTH, Esg., D.S.O. 
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J. F. G. GILLIAT, EsQ “ sanade a 
KENNETH GOSCHEN, Esg JOHN SANDERSON, Esq. 


Cc. G. HAMILTON, Esq. ARTHUR WHITWORTH, Esg. 


HEAD OFFICE: 4 Threadneedle Street, London, E.C.2. 
WEST END BRANCH: 17 Northumberland Avenue, W.C.2. 


Numerous Branches throughout the States of VICTORIA, NEW SOUTH 
WALES, QUEENSLAND, SOUTH AUSTRALIA, WESTERN AUSTRALIA, 
TASMANIA, and the DOMINION of NEW ZEALAND. 


The Bank offers facilities for the transaction of every description of Banking business in 
Australia and New Zealand. Negotiates or collects Bills. Issues Telegraphic Transfers, Letters 
of Credit and Drafts, also Circular Notes and Circular Credits available in all parts of the world. 
Deposits received at interest for fixed periods on terms which may be ascertained on application. 
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A Banker’s Diary 


Mid-December—Mid-Januaryv 


As the end of the year approached, the Christmas 
expansion in the note circulation made money become 
_ more usable. The actual turn of the year 
Che was managed without anv difficulty. Ab- 
Money PRs pe i a aie ee 
Market U0rmal conditions began on Thursday De- 
cember 24, when, as Friday and Saturday 
were holidays, there were three days’ Treasury bills to be 
paid for. Realising that it would be short of funds the 
market therefore borrowed a fair amount of money into 
the New Year at the Bank of England. At the same time, 
Treasury bill maturities had been so arranged that they 
fell due before December 30, and consequently the 
Government had to meet these maturities before they 
received payment for the new bills on January 1. It 
was thus forced to draw on its own deposits and to borrow 
heavily at the Bank of England on Ways and Means. In 
this way the onus to borrow over the turn of the year was 
forced on the Government, and by December 31 both 
the banks and the market were well supplied with funds. 
The Bank return for January 6 showed that by then 
conditions had returned almost to normal. Bankers’ 
deposits were left at a high level and in the second week 
of the month conditions in the money market were 
extremely easy with no prospect of the rates hardening 
in the near future. They are in fact back to their low 
level of last November, prior to the Christmas expansion in 
the note circulation. 


THE note circulation reached its peak in the Bank return 
of December 23 with a record figure of £474 millions. 
This is £50 millions higher than at Christmas 

The Note 1935. The actual increase of {29-2 millions 

Circulation above the mid-November level is also the 
greatest on record, but the percentage 

increase was not very different from those of previous 
vears, and was appreciably less than in 1934. In view 
of the heavy foreign hoarding of currency too much 
importance must not be attached to these percentages, 
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and it is clear that the Christmas trade was well up to 
average, although it may not have attained the more 
optimistic estimates. The constitutional crisis must 
certainly have had a slight adverse effect. The notes have 
been slower in returning to the Bank this year, and by 
January 13 only {19-1 millions had returned, compared 
with the {26-8 millions that had returned in 1935 by 


x 


January I5. 


On the whole it has been a quiet month in the foreign 
exchange market. Sterling was strong during the second 
half of December both psychologically on 
cha a account of the reduction of the fiduciary 
Exchanges issue, and practically owing to a heavy 
foreign banking demand for sterling for 
lending in the London market over the turn of the year. 
This latter movement brought about a weakness in 
dollars, but it was generally believed to be only temporary. 
On the whole variations in the dollar-sterling rate have 
been directly attributable to political causes; for example 
the news of the strike at General Motors sent the rate for 
a time to $4-92, and the Franco-German negotiations and 
announcements over the question of Spanish Morocco 
caused a series of small fluctuations. The French franc 
has been held steadily by the French Control at 
Frs. 105°15, but a recurrent weakness has appeared in the 
forward rate, which on occasion went out as far as 
Frs. 22 discount for three months, before being brought 
back by official intervention. Apparently there still 
persists in certain quarters the belief that the franc will 
before long be further devalued to the lower statutory 
limit, a belief which is yet to be substantiated. There 
were some heavy dealings at the end of December in 
guilders to cover the forward position opened just before 
the devaluation of the guilder three months previously, 
but this pressure had no apparent effect on the rate. 
The Anglo-Spanish clearing agreement has now been 
annulled, but payments are ‘still being effected in Madrid 
without any great delay. The yen began to display some 
weakness in the first week of the year and the rate went to 
Is. 13-d., apparently owing to “ bear ”’ speculation. To 
prevent speculation of any kind the Japanese Government 
quickly promulgated a new set of exchange restrictions 
I 
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which came into effect on January 8 and will last until 
July 31. With a few exceptions, exchange transactions 
of all kinds now require the permission of the Finance 
Minister. Considerable annoyance has been caused among 
London bankers by the section which applies the restric- 
tions to forward exchange positions opened prior to the 
ordinance. It is evident from these new restrictions and 
from the budgetary position that the yen is far from strong 
and the rate of Is. 2d. is only maintained by artificial 
means. 
THE average returns of the eleven English clearing 
banks show that money remained relatively plentiful in 
December December, largely owing to the Bank’s 
Clearing purchase of £65 millions of gold, of which 
Bank £5 millions went indirectly to swell the cash 
Averages resources of the banks. These have risen 
from {232-9 millions to £244-1 millions. Deposits have 
again increased substantially from £2,287-2 millions to 
£2,315°4 millions, but the increase in cash was sufficient 
to raise the cash ratio from 10-18 per cent. in November 
to 10°54 per cent. Call and short loans have risen from 
£180-6 millions to {195-1 millions. The most probable 
explanation is that as the banks themselves were not 
buying bills during December, the discount market had 
to increase its own holdings and so had to borrow more 
from the banks. This also accounts for the fall in the 
banks’ discounts from {328-6 millions to £322-2 millions. 
Investments show an increase of {4-2 millions to £659°8 
millions, but owing to the repayment of the French 
stirling, credit advances have fallen from {890-2 millions 
to {884-6 millions. The rise in balances with other 
banks and cheques in course of collection from £59°9 
millions to £69-7 millions is due to Christmas trade. 


BoTH imports and exports expanded in December. 

Imports totalled £83-7 millions compared with £78-7 

millions in November and {74-4 millions 

December jn December 1935. Raw material imports 

Overseas ate . . 

Trade Were £3°3 millions higher than in Novem- 

ber and {2-5 millions above those of 

December 1935, the chief increases being in raw wool 

hides and skins, and timber. British exports at £40- : 
millions were {2:1 millions above November and {5-6 
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millions above December 1935. e-exports stood at 
£6: millions, compared with £4-3 millions in November 
and £5°4 millions in December 1935. The returns are 


summarised below : December November December 


1935. 19306. 1930. 

£ mill. £ mill. £ mill. 
Imports me e ais 74°4 78°7 83°7 
Exports aa a ‘a 34°9 38 +4 40°5 
Re-exports .. ea ona 5°4 4°3 6:1 
Total Exports ine ica 40°3 42°7 46-6 


For the complete year imports were {848-9 millions 
against £756-0 millions in 1935, exports of British goods 
£440°7 millions against £425-8 millions in 1935, and re- 
exports {60° 4 millions against £55°3 millions in 1935. This 
makes the adverse trade balance for the whole year 
£346-8 millions against {275-7 millions in 1935. 


THERE was a further expansion last year in the London 
and Provincial Bankers’ Clearing House returns. Com- 
paring 1936 with 1935, town clearings rose 

— from £32,444 to £35,039 millions, metro- 
1936 * politan clearings from £1,887 to £2,040 
millions, and country clearings from {£3,229 

to £3,538 millions. A part of the increase in town and 
metropolitan clearings is accounted for by the admission 
of the District Bank to the London Clearing, but the 
country and provincial clearings are of course unaffected. 





1934. 1935. 1936. 

£ mill. £ mill. £ mill. 
Town clearings , as -- 30,740 32,444 35,039 
Metropolitan ‘clearings cise es 1,760 1,887 2,040 
Country clearings .. v a 2,984 3,229 3,538 
Total—London clearings .. -. 35,484 37,500 40,617 
Total—Provincial clearings. . ze 1,295 1,283 1,394 


Comparing 1936 with 1935 quarter by quarter by far the 
biggest increases were in the fourth quarter, particularly 
in Birmingham, Leeds, Liverpool, Manchester, Newcastle 
and Sheffield. This suggests that the incidence of the 
rearmament programme had a most stimulating effect, 
and in the case of Liverpool and Newcastle the rising 
prices of primary products and the recovery in ship- 
building have also contributed. 
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Germany 


The Result of Four Years of 
National Socialism 


FOREWORD 

HE most of the following Survey of the consequences 
of National Socialist rule has been prepared by 
men of some achievement in Germany’s military, 
financial and industrial affairs. Our contributors do not 
claim infallibility in estimating the results of Herr Hitler’s 
tenure of office. But they have striven for accuracy 
and clarity in their Survey of four momentous years 

in their country’s history. 

What conclusions should be drawn from this com- 
prehensive survey? It is, we believe, clear that German 
political leaders are gambling with the livelihoods, and 
are prepared to gamble with the lives, of their people. 
To withhold from those leaders the credit of a number 
of remarkable administrative achievements, especially 
in their work for health and youth, is to deny the means 
by which any impartial opinion of Nazi rule can be 
formed. But after every allowance has been made for 
the achievements and difficulties of the National Socialist 
Government, it is impossible to escape the conclusion 
that as a result of their policies, Germany has been 
insulated from the benefits of the “ recovery ”’ which 
continues to improve the economic life of almost every 
nation. 

The main achievement of National Socialist Ministers 
is that they have created a considerable international 
“nuisance value.’’ Will this most costly creation yield 
any benefit to their people. It might, in certain circum- 
stances, have brought much profit to Germany at the 
expense of her neighbours and perhaps of the British 
Empire. But we are of opinion that that nuisance value 
is a perishable asset. Germany’s ruthless foreign policy 
and the blatant threat to peace caused by her vast 
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rearmament programme, is creating a real league of free 
nations. Distrust of Germany has spread far beyond the 
boundaries of Europe. Even in the continent of America, 
where Germany had many friends and financial sup- 
porters, feeling against Herr Hitler's Government is as 
great as in countries like France and Holland. 

Dangerous as is the outlook for 1937, there are no 
grounds for despair. If our own Government and all 
governments which care for peace and liberty, press on 
with the task of repairing their defences, and pursue 
a firm diplomatic policy, the perils of German re- 
armament will, in the end, react on her own people. 
The Germans, we are told by General Goering, prefer 
guns to butter. No one with any real knowledge of 
conditions in Germany will accept this gangster logic. 
As the rearmament programme draws to its close, un- 
employment and under-nourishment must be the lot 
of the German people. There are not wanting signs of 
public dissatisfaction of the policy of preferring guns to 
butter. During the last few months there has been 
considerable unrest in German factories. It is true that 
the dissident workers have been ruthlessly repressed, 
but the strain caused to the German peoples by their 
Government’s policy will eventually prove unbearable. 
What will happen then? 

Germany, it is said, will find relief in war. The risk 
is real and may be fatal if democratic countries are 
disunited or incompetent in repairing their defences. 
There is reason to believe that the all-powerful German 
Army chiefs realise that Germany is not yet ready for 
war. They would only be willing to go to war if they 
thought that their prey could be caught napping, or if 
Germany’s armed strength could ov erwhelm any com- 
bination of countries. 

Fortunately, during the last six months, nations 
which might have been selected as the prey are joining 
together to meet the mortal peril of German militarism. 
It would be foolish to maintain that the defences of 
those nations are not seriously defective. But they are 
being strengthened. Germany might perhaps conquer— 
she could certainly inflict fearful injuries on—any one 
nation. But she has no hope of conquering a combination 
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of nations in which England, France and other powers 
play a part. There is good reason to believe that this 
unpalatable truth has sunk into the minds of the German 
generals. They have penultimately realised the folly, 
not to say the danger, of their Government’s blustering 
foreign policy. The Army is now, as it ever has been, 
the real trustee of the German nation. The generals will 
not permit a war in which Germany is almost certain to 
lose. Can they restrain the Nazi leaders from a smash 
and grab raid on some neighbouring foreign state? 

They can and will if it is clear that such a raid will be 
resisted by an overwhelming combination of countries. 
The German generals have hitherto taken no action in 
restraint of their Government's explosive foreign policy 
because they have been repeatedly reassured that it 
would yield great profit to the Third Reich. They have 
been told that, though German guns might fail against 
a combination of powers, they have another, and perhaps 
more profitable use. They are vital to a policy of 
blackmail. We use this ugly word advisedly. The generals 
would obviously not object to using their military 
strength to blackmail the world if it is quite certain that 
they would not have to risk a war which might lead to 
the defeat of Germany. They share Herr Hitler’s view 
that democratic government creates a spirit of “‘ soft- 
ness”’ which makes countries willing to submit to almost 
any demands rather than to be forced into war. This 
theory has been justified by the march of events. 

It is only too well known that Germany, to use 
a vulgarism, has “got away” with a succession of 
treaty breaches which has few parallels in history, and 
that these successes were obtained when Germany’s 
armaments were much below their present strength. 
The climax of German rearmament will soon be reached, 
meanwhile, the blackmail policy is being perfected in all 
its details. 

What should England do when confronted by German 
blackmail? The answer is crystal clear. Any financial 
or territorial concessions made to the present German 
régime would serve to perpetuate the gangster tyranny 
which has forced Europe to become an armed, or rapidly 
arming, camp. Knowing, as Britain does, that peace 
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and Nazi methods go ill together, we should make no 
concessions to a country dominated by men who worship 
force and have shown no hesitation in using murder as 
an instrument of domestic and foreign policy. 

We regret to have to admit that from a small, but 
rather influential circle, in the City of London there 
flows a constant stream of propaganda in favour of 
credits for Germany. These propagandists say that 
a loan to Germany would be a twofold investment. We 
could buy off German aggression and, by propping up 
an admittedly desperate and faithless tyranny, we 
could prevent Germany from falling into Communism. 
Intelligent Englishmen are unlikely to be terrified by 
the threat that if Germany is not given large financial 
and territorial concessions at our expense, her people 
will become Communist. The notion that English money 
would stem the tide of Communism from flowing 
into Germany is inherently ridiculous. English money 
is far more likely to be used for the creation of poison 
gas and other delectable munitions. The truth is that 
most Englishmen find it difficult to discover any funda- 
mental difference between, what the poverty of our 
language forces us to call, the “ principles’’ of Com- 
munism and Nazism. They certainly do not feel that 
England is well cast in the véle of financial missioner to 
save Germany from Bolshevism. 

The conclusion of the whole matter is that Herr 
Hitler must reap what he has sown, and his “ nuisance 
value’’ must be discounted in his own disillusioned 
country and not in the City of London. Apart from the 
fact that it is contrary to the public interest to grant 
credits to Germany, the writers of our survey have made 
it very clear that from the standpoint of the investor, 
Germany isa bottomless pit. And the bluster and bad faith 
which have been the main ingredients of German foreign 
policy, have also characterised all Dr. Schacht’s dealings 
with the English bankers and bondholders who have been 
foolish enough to put their trust in German promises. 
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German Finances 1955—19357 
[se fact that Naz Germany is spending immense 


sums, largely for war preparations, is common know- 

ledge. But as the German Government has published 
no Budget since 1934, the exact amount of this expenditure 
has been subject to much speculation and discussion ; 
estimates have been made abroad and they have been denied 
in Berlin. None of these estimates relied fully upon 
official German figures and statements, but proceeded from 
the assumption that German financial statistics are un- 
veliable or uninformative. In the article below our corre- 
spondent states that only official German /figures—figures 
which are freely accessible—have been used. As a result a 
reliable account of German Government expenditure between 
1932 and 1937 has been obtained for the first time.—(Editor, 
THE BANKER.) 


1933: Financing Public Works ; Increase of Expenditure 
over 1932: Reichsmarks 3,000,000,000. 


When Herr Hitler became Chancellor the German 
crisis had been overcome six months previously. Pro- 
duction touched its nadir in August, 1932, and by 
December of that year it had risen by approximately 
10 , cent.—during the same period in 1931 it had 
fallen by about 20 per cent. The index of sensitive 
commodity prices touched its lowest point in June 1932 
and by December the improvement was rather more than 
ro per cent. The index of share prices, at the same time, 
rose by over 20 per cent. But while business during 
those months was undoubtedly on the upgrade, the con- 
dition of the population was not improving. Indeed, 
hourly wages, according to the official index, declined 
from June to December, 1932, by I per cent., w hile unem- 
ployment, under seasonal pressure, increased from 5-5 to 
5:8 millions. 

The first task of the Hitler Government, therefore, 
was to reduce unemployment. Work had to be 
“created ’’; the problem was what kind? It was no 
use producing goods which depended for their sale upon 
an increasing purchasing power of the population. The 
ideal kind of work was the production of goods which 
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would not appear on the market. Roads, land ameliora- 
tion schemes, military goods, such as barracks, guns, 
aeroplanes, etc., can be produced without any danger of 
flooding a market dependent upon the purchasing power 
of the masses. It is even possible—the experience of 
1933-35 proved it so—to produce a growing volume of 
this type of goods while wages are steadily reduced. 

But the employment problem had another angle, 
dictated by finance. It was necessary to find work which 
would employ the maximum of labour at the minimum 
of cost. Herr Hitler’s complete task, therefore, was to 
“create’’ work which, on the one hand, would not 
disturb the equilibrium of the market and which, on the 
other hand, would employ nearly everybody; whether 
skilled or not. These considerations determined the 
projects which were undertaken first—the construction 
of roads, barracks, land amelioration schemes, fortifica- 
tions, etc. 

The amount of money involved for purposes other 
than wages in this type of work, even if it is carried out 
on a gigantic scale, is not unduly large. It is doubtful, 
for instance, whether during the first year of the Hitler 
régime much work was “created’”’ which involved 
direct labour costs of less than 50 per cent. of the total. 
At the same time most of the workers engaged in public 
works earned less than 800 marks per annum. If we 
assume that direct labour costs were, on the average, 
slightly less than 50 per cent., we arrive at a total expen- 
diture of about 1,000 million marks per annum in order 
to employ one million workers. The number of employed 
during the first year of the Hitler régime increased by 
about 2-2 millions. Of course, part of this improvement 
was caused by factors not connected with Government 
expenditure. On the other hand, some Government 
employees earned more than 800 marks per year, and 
some work was undertaken in which the share of direct 
labour costs was considerably below 50 per cent. In 
general, we can place the total cost of employment 
schemes carried out in the first year of the National 
Socialist Government at 3,000 million marks. This figure 
coincides with official German estimates. 

How did the Government find the necessary money ? 
(x1) A considerable part was raised by medium- 
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term loans. These amounted, during the financial 
year 1933-34, to 850 million marks. 

(2) An even greater percentage, however, was 
obtained on short term; the total amount being 
1,900 million marks. 

(3) The revenue from taxes, customs and excises 
increased by 200 million marks. 

Including “‘ voluntary’ contributions and_ borrow- 
ings, the total revenue of the Hitler Government during 
the first year of its existence was about 3,000 million 
marks above that of the financial year, 1932-33. The 
increase was, therefore, equivalent to the sum required for 
the work “ creation ’’ programme of 1933-34. 

Of these 3,000 million marks, almost two-thirds was 
raised on the short-term money market. The total 
floating debt of the Government was thus practically 
doubled, increasing from 2,000 million marks at the end 
of March, 1933, to 3,900 million marks at the end of 


March, 1934. 


1934: Financing Armaments ; Increase of Expenditure 
over 1932: Km. 5,500,000,000. 

During the second and the following years of the 
Hitler régime, the character of the “ created’’ work 
changed. With the continued decline in unemployment it 
was found possible to concentrate more on the “ creation ’ 
of specialised work, on work which required less direct 
labour and more skill, and which at the same time was 
of greater military importance. Purely civil work was 
again disregarded, however, partly because the purchasing 
power of the population had not increased—the produc- 
tion of more “‘ consumers’ ”’ goods was, therefore, imprac- 
ticable—but mainly because a strong Germany, able to 
hold her own against any combination of foreign powers 
and to regain her old place in the sun, was the chief goal 
of National- Socialist policy. 

This change in the character of the work undertaken 
—more aeroplanes, more guns, more cruisers—required a 
considerable increase in the amount of expenditure. 
How was this increase met ? 

The Government decided to fleece the short-term 
money market on a gigantic scale. German capitalists, 
like those abroad, showed little confidence in the develop- 
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ment of German economy, and they were, in consequence, 
loath to invest money on long term. They were, on the 
other hand, eager to employ their capital somehow, and 
the Government exploited this situation by issuing 
so-called work creation bills, by which a large percentage 
of its expenditure was met. The industrialist, or whoever 
received these bills in part payment, kept them as a 
short-term investment. A relatively small percentage he 
sent to his bank, which in its turn kept them as a short- 
term investment. 

We know from official statistics that the total circula- 
tion of commercial bills increased by 2,500 million marks 
between April, 1934, and April, 1935, and it can be safely 
assumed that the whole of this increase was caused by 
the issue of work creation bills. 

The other principal sources of the Government’s 
increased income were as follows: First, the floating 
debt in its official sense (i.e. excluding work creation bills) 
rose by 240 million marks. Secondly, the funded internal 
debt increased by 760 million marks. And, thirdly, tax 
receipts improved by 1,400 million marks over the 1933-34 
level, or 1,600 millions over that for 1932-33. In addition, 
the Government obtained an income from the dissolution 
of certain official funds, the contributions for winter 
relief, etc., which amounted to 400 million marks. These 
sources altogether brought in 3,000 million marks. 

Thus, the total amount of money raised, including 
that by work creation bills, was 5,500 million marks 
more than in 1932-33. About 50 per cent. of this increase 
was obtained by an expansion of the floating debt, which, 
at the end of the financial year 1934-35, amounted to 
over 6,500 million marks. The floating debt of the 
Reich was, therefore, trebled during the first two years 
of the National-Socialist régime. 


1935: Financing Armaments ; Increase of Expenditure 
over 1932: Rm. 10,000,000,000. 

During the next financial year, 1935-36, tax receipts 
showed an increase of 1,400 million marks compared with 
those of 1934-35, or 3,000 millions above those of 1932-33. 
At the same time, the Government tapped the long-term 
money market and succeeded, through loans from savings 
banks, public and private insurance institutions, etc., in 











I12 THE BANKER 





obtaining over 1,675 million marks. The official floating 
debt increased doce this year by about 65 million marks, 
while the total amount of bills in circulation remained 
approximately stable. But while the total value of these 
bills, 11,900 million marks, was relatively unchanged, 
there was a very considerable switch-over from genuine 
commercial bills to the work creation variety; the 
amount affected by this change was, at least, 4,500 million 
marks. (The German Minister of Finance, in a speech 
made in December, 1935, gave the total amount of out- 
standing work creation bills at 7,000 million marks, 
figure which comprises the Rm. 2,500 million given by 
us under 1934 and the above 4,500 million marks.) 

In addition, about 500 million marks was obtained 
by contributions from the unemployment insurance fund 
by more or less forced gifts, and by the sale of Govern- 
ment held shares. 

The total amount of money raised was, therefore, 
nearly 10,000 million marks above the 1932 revenue, and 
at the end of the financial year, 1935-36, the floating 
debt was 11,500 million marks, hile the funded debt 
amounted to much the same figure. 

A total debt of under 23,000 million marks is, for a 
modern state, quite moderate. But a debt, of which 
50 per cent. is not funded, and of which the floating part 
is rapidly increasing, is a constant source of danger. 


1930: Financing Armaments ; Increase of Expenditure 
over 1932: Rm. 12,100 millions. 

During the fourth year of Hitler finance, 1936-37, 
the situation has continued to grow worse. No final 
figures are as yet available as the financial year does not 
end until March 31 next. Tax receipts, however, are 
officially estimated at about 2,000 million marks more 
than in 1935, or 5,000 millions more than in 1932. 
Approximately 1,600 million marks has been raised on 
long term. The total increase in the floating debt cannot 
yet be estimated. But the amount of short-term money 
raised in 1936-37 will undoubtedly be little, if any, less 
than in the previous year (German estimate). If one adds, 
furthermore, 1,000 million marks revenue from special 
sources (sale of shares by Government, etc.) it can 

‘adily be seen that the total amount spent during the 
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current year will be in ees neighbourhood of 12,100 million 
marks more than in 1932 

From this analysis w ‘hich has been based entirely on 
official figures—only the 1936-37 figures are in the nature 
of an estimate as the year is not ‘yet ended—the following 
significant facts emerge : 

The expenditure side of the German Budget between 
1932 and 1937 has increased from Rm. 6,700,000,000 to 
Rm. 18,800,000,000. In detail the increase has been as 
follows 





German Reich Budgetary Expenditure 


1932-33 oa oe Rm. 6,700,000,000 
1933-34 a a Rm. 9,700,000,000 
1934-35 ia i Rm. 12,200,000,000 
1935-306 6g on Rm. 16,700,000,000 
1936-37 an “s Rm. 18,800,000,000 (approx.) 


After these vital figures have been established, 
Germany’s military expe nditure can easily be estimated. 
We know for a fact that civil expenditure has increased 
only relatively little since 1932, despite the extravagance 
displayed in public expenditure generally. The share of 
civil expenditure in the increase of the total Reich 
expenditure since 1932 certainly does not exceed 1,000 
million marks per annum. 

In 1933, as we have shown, the work-creation 
character of the 3,000 million marks spent in that year 
stood in the foreground. Of this sum about 1,000 
million marks was devoted to purely civil purposes, such 
as land reclamation. The remaining 2,000 million marks 
was spent on armaments in the wider sense —barracks, 
strategic roads, aerodromes, etc. Including the 1,000 
million marks directly allocated in the 1933 official 
budget for “ Defence,” German military expenditure in 
1933 was approximately 3,000 million marks. 

In 1934, armaments proper superseded civil public 
works and there was a sudden jump in military expen- 
diture. But civil expenditure, too, showed an increase. 
So it can be safely assumed that of the 5,500 million 
marks additional expenditure in that year, only 4,500 
millions were devoted to armaments. Including the 
basic figure of 1,000 million marks, therefore, Germany 
spent 5,500 million marks on armaments in 1934. 
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The same principles can be used for the next year, 
when armament expenditure was 10,000 million marks. 

In 1936-37 the share of civil expenditure in the 
increase of total Reich expenditure will be even less than 
in preceding years, as a result of Dr. Schacht’s energetic 
insistence on greater economy in the civil expenditure 
of the Reich. On the other hand, the German inter- 
vention in Spain has swallowed up what has been saved 
in civil expenditure at home. Of the additional revenue 
of 12,100 millions obtained this year, therefore, 11,600 
millions can be attributed to have been spent for military 
purposes. Including the basic figure of 1,000 million 
marks for defence, military expenditure at the end of 
the current year will amount to 12,600 million marks. 

We have, therefore, the following figures for Germany’s 
armament on, — 


German Armament Expenditure 





1933-34 ai = iy Rm. 3,000,000,000 
1934-35 fa i 4 Rm.  5,500,000,000 
1935-30 Ka nd a Rm. 10,000,000,000 
1930-37 5 i sa Rm. 12,600,000,000 

Total for four years... Rm. 31,100,000,000 


Thus Germany has spent in four years about 
£2,500,000,000 on arms, or an average of £625,000,000 
per annum. 

The Budget, 1936-37. 


Having arrived at a figure of 12,600 million marks 
for armament expenditure during the current financial 
year, it is possible to construct the 1936-37 Budget. In 
doing this we have relied once again on the most con- 
servative official German figures contained in the last 
budgetary accounts published in Germany, namely, 
those for 1934- 35. These official figures have been sup- 
plemented by all known official figures published after 
that date. 

The 1934-35 Budget has been inserted to give readers 
a basis for comparison. While it may be assumed that 
the minor items of revenue and expenditure contained 
in this budget are correct, this cannot, of course, be said 
of the item “ Defence,” as our own deductions have 
shown. This explains also why the official 1934-35 
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Budget amounts only to 6,458 million marks against the 
12,200 million marks actually spent during that year. 

Some remarks may help to explain those figures 
which show the most remarkable alterations between 
1934-35 and 1936-37. The largest change of all, 
that for “‘ Defence,’’ has been arrived at in the earlier 
part of the article. The change in the item, ‘“ Ministry 
of Justice,” has been caused by a reorganisation of that 
department. Up to last year each of the sixteen indi- 
vidual states in Germany had its own legal administra- 
tion. Since 1935, however, these have been transferred 
to the Reich. The cost in the State Budgets for the 
administration of justice has, therefore, been included in 
the Reich Budget. Under National Debt, we have con- 
sidered in the revenue column the loans which during 
the year 1936-37 have actually been issued by the 
Reich. And on the expenditure side, we have increased 
the service for the National Debt in the same proportion 
as the funded debt of the Reich has increased. Under 
the item Finance Administration, we have taken into 
account the increased revenue in taxes and duties, besides 
the sum which the Exchequer received from selling shares 
which, during the crisis, had been taken over by the 
State from a large number of companies and industrial 
banks. The transfer of 500 million marks from the 
Unemployment Insurance Fund has been included in the 
item ‘‘ Ministry of Labour.” 

The German Budget for the current financial year 
shows a deficit, therefore, of about 4,300 million marks, 
which bears out our previous deduction. 

It is obvious that Dr. Schacht has succeeded in 
financing up to now, the most gigantic armament pro- 
gramme ever undertaken. But his financial methods 
have been quite unsound. During a period of increasing 
business activity he has mortgaged the future by accu- 
mulating an enormous floating debt, and the small 
amount of capital raised on long term—small, that is, as 
compared with the short-term indebtedness—has been 
used for current expenditure, while none of it has been 
utilised to reduce the floating debt. 

The present financial position is unsound, but it is 
not dangerous in the sense that Germany—as so many 
people believe—is heading for a financial collapse. It 
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I. Germany’s Official Budget, 1934-35 
(in Million Reichsmarks). 





Expendi- 
Revenue ture 
I. Reichpresident .. ‘i — 0:6 
II. Diet pa “i - — he 
III. Reichministry, Chancellor, 
Chancery 0°2 37°2 
IV. Foreign Office 3:0 50°1 
V. Home Office 3°8 47°4 
Va. Ministry of Propaganda . 22°3 28-1 
VI. 1 Economics 3°3 181-+7 
VII. ™ Labour na 33°9 1,019°8 
VIII. * Defence os II-3 894°3 
IX. _ Justice a 15°6 I3°I 
X. ‘i Agriculture .. 124°5 207°2 
XI. ‘ Transport... 26°5 196°5 
XII. Pensions .. ‘ - —- I,280°0 
XIII. Court of Account .. - 0-2 2°6 
XIV. National Debts - 2762 578°5 
XV. Chancery of the Exchequer 66-9 433°8 
XVI. Ministry of Aviation ws Orl 210°2 
XVII. Finance Administration, | 
Taxes,Customsand Excise 5,634:1 830-2 
XVIII. Post Ministry - ». 152°5 oo 
XX. War Pension and Debts 83°7 439°I 


6,458°3 6,458°3 








GERMAN FINANCES 





117 
II. Germany’s Actual Budget, 1936-37 
(in Million Reichsmarks). 
Expendi- 
Revenue ture 
I. Reichpresident — 0-6 
II. Diet ~ - — dele i 
III. Reichministry, Chancellor, 
Chancery is ‘ia 0-2 3-2 
IV. Foreign Office v i 3°0 50°1 
V. Home Office aie ig 13°8 47°4 
Va. Ministry of Propaganda .. 22°3 28-1 
VI. Economics .. 3°3 181-7 
VII. Labour 533°9 1,019°8 
VIII. Defence - II*3 12,600°0 
IX. Justice 204°3 541°3 
X. Agriculture 124°5 207°2 
XI. BS Transport 26°5 196°5 
XII. Pensions = -— 1,280:0 
XIII. Court of Account . 0-2 2°6 
XIV. National Debts 1,600-0 700°5 
XV. Chancery of Exchequer 66-9 433°8 
XVI. Ministry of Aviation i orl 210°2 
XVII. Finance Administration, 
Taxes, Duties .. .. I1,500°0 830:2 
Proceeds of Sales of State 
participation in industry, 
etc. 163°8 _ 
XVIII. Post Ministry os 3§2°5 —- 
XX. War Pensions and Debts 83°7 139°1 
Deficit 4,318°7 ~- 
18,814:0 18,814-0 
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is true that in normal conditions the existence of a 
floating debt—that is inclusive of creation of work 
bills—of as much as 16,000 million marks would consti- 
tute a most dangerous potential d’inflation. At the first 
sign of financial or political disquiet the bills held by 
private capitalists and the banks would be discounted 
with the Reichsbank and the note issue would be doubled 
or trebled at a moment’s notice. In Germany to-day this 
danger can be ruled out. The means of control of the 
totalitarian state are so complete and powerful that it 
is well within the power of the Government to nip such 
a danger in the bud. The Government could, in fact, 
quite easily refuse to grant rediscounting facilities, and 
thus transform the bills into a kind of perpetual loan. 

For precisely the same reason it would be mistaken 
to believe that Germany will shortly be forced by 
financial considerations to reduce her expenditure on 
armaments. Just as the Reichsbank, with its dictatorial 
powers over the money and capital market can prevent 
a sudden currency inflation, so can it assure the continued 
issue of bills by which to finance the deficit of the Reich. 

All this, of course, does not meay that Germany is 
not paying—and will not have to pay—the price for 
the enormous scale of her rearmament. That price—as 
the articles in this issue show—is no less than the super- 
session of private initiative by state control, the rapid 
depletion of resources inherited from the past, together 
with a slow but steady decline in the standard of living 
of the population and a growing economic isolation from 
the rest of the world. 


The German Military Machine in 
1937 


" ROVIDED we remained on the defensive, the 
P Reichswehr could withstand the Polish army in 
the field for about six to eight weeks. During 

that period, the political leaders of the Reich would have 
to find a way out. If the French army were mobilised, 
however, to intervene on Poland’s behalf, the Reichswehr 
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would have no other alternative but to return to 
barracks.”’ 

Those were the closing words of a report on the 
strengthof the Reichswehr, drawn-up in the “‘Chefzimmer’”’ 
at the end of 1931. This report was an admission of 
Germany's failure to rearm contrary to the provisions 
of the Versailles Treaty. The attempt to preserve the 
old “‘ Imperial” army as a shadow organisation had not 
succeeded. A few tangible results had admittedly been 
obtained on the basis of the Reichswehr itself. But 
these were not considerable. The essential weapons, 
heavy artillery, aeroplanes, tanks, etc., could not be 
produced in sufficient quantity without an open violation 
of the Treaty. 

The problem of rearmament at that time, therefore, 
was an external one, dependent on foreign policy. A 
large number of the Reichswehr generals, ‘the National- 
ists, and even some of the Nazi leaders were prepared to 
gain this end through an alliance with Moscow. Russia 
in those days was not opposed to German rearma- 
ment. The main difficulty lay in Paris and London. Was 
it possible to find a formula on which Berlin, Paris 
and London could agree? In the Spring of 1932, when 
Briining was Chancellor, ie British and French Govern- 
ments were prepared not only to cancel reparations 
(which they subsequently did) but also to agree to a 
peace-time establishment of the Reichswehr of between 
250,000 and 300,000 men. The negotiations failed. 
They are worth remembering, however, for it is a constant 
German assertion that she could obtain her military 
freedom only by violating the Treaty 

The principal reason for this failure lay in the 
vacillations of the Germans who did not know what they 
really wanted. The German public was ill-informed and 
thus had no decided views. Nor was there agreement 
in the Reichswehr itself. Some, for instance, favoured 
an increase in the number of professional soldiers with 
an improvement in their equipment. Others wanted a 
militia besides a regular army. Then there was the 
question of recruitment ; should it be voluntary or should 
conscription be imposed. And finally, some, and these 
included a few of the most well-known generals in the 
Reichswehr, favoured a militia only, on the Swiss model. 

K2 
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The dispute continued until Hitler became Chancellor 
when it abruptly came to an end. 

In 1933, the composition of the Reichswehr was this: 
There were 21 mixed infantry brigades, 6 cavalry brigades 
with little artillery and without technical units, and 46 
“training ’’ battalions. The latter comprised 21 infantry, 
18 cavalry and 7 artillery battalions. The army was 
divided territorially into 7 ‘“‘ Wehrkreise,’’ administrative 
units, which were under the control of 2 “ Gruppen- 
Kommandos”’ (Group Commanders). In the event of 
war, it would have been possible, by using reserves 
which existed, although they were prohibited by the 
Versailles Treaty, to expand these mixed infantry and 
cavalry brigades into the same number of divisions. 
The 46 “ training’”’ battalions were, of course, an addi- 
tional reserve. There were also, before 1933, some 
heavy arms, such as those now mounted in Heligoland 
and the North Sea islands, tank models and technical 
preparations for the mass production of aeroplanes. 

The German Army of 1937 has been built on the 
basis provided by the Reichswehr of 1933 just as 
Ludendorff’s army of 280 divisions in Ig16-1918 was 
developed from the Schlieffen army of 85 divisions in 
1914. The supporters of the militia idea advocated the 
organisation of the army purely from the standpoint of 
territorial defence. But Hitler and Blomberg triumphed 
with their scheme for a “ field army ”’ and in accordance 
with the aims of Nazi foreign policy, the army has been 
developed to give the greatest possible striking force. 

The German war organisation of 1937 is thus as 
follows: The Ministries of the Army, Navy and Air 
Force are all subordinate to the Reich War Ministry. 
The Reich is divided into 13 military provinces (Wehr- 
kreise) with their centres at K6nigsberg, Stettin, Berlin, 
Dresden, Stuttgart, Minster, Munich, Breslau, Kassel, 
Hamburg, Karlsruhe, Diisseldorf and Coblenz. There 
are, in addition, two Marine stations, one for the North 
Sea and one for the Baltic. Corresponding to this 
organisation, there are 15 Luftamter for the Air Force. 

The Home Defence and Expeditionary J’orces are 
organised on the same territorial basis. The former 
consists of air squadrons, anti-aircraft units, coast 
defence, a special civilian organisation for gas defence 
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(the Luftschutz-Bund) and war police. The latter consists 
of army, naval and air units. Each organisation has 
its own Ministry and Staff which is subordinate, of course, 
to the War Ministry. 

The Army comprises 3 Army Groups (Berlin, Dresden 
and Cassel), 13 Wehrkreise, 9g Army “ Inspections,” 
(there is a further “ Inspection” for the armoured 
division), 27 Army Corps and 54 divisions. An “ Inspec- 
tion ’’ is the war-time counterpart of the Wehrkreise which 
are administrative units for recruitment, and training 
purposes only. The average strength of a division is 
12,500, so that the total peace-time establishment in 1937 
will be 675,000 men excluding reserves. To this must 
be added the three armoured divisions, with a total 
strength of 30,000 and the Air Force of about 80,000 
men. We thus have a grand total of 785,000. 

The Division, itself, consists of :— 

I. Three infantry regiments. These comprise three 
battalions, each of three companies. Each regiment has 
one heavy machine gun and one trench mortar company. 
The other seven companies have light machine gun 
sections. 

If. Two artillery regiments. 

III. One anti-aircraft unit. This consists of three 
companies each with five guns. 

IV. One anti-tank unit. Three companies with 
fourteen guns. 

V. One cav alry unit and one battalion of engineers. 

VI. One battalion of signals, medical and “supply 
services. 

Finally, each division has a specially constituted 
Reconaissance Group comprising one company of light 
tanks, armoured cars, trench mortars and machine guns. 
It has also two infantry companies with cars, motor- 
cycles, etc. These Reconaissance Groups have been 
formed from the old “ Kasernierten Polizei,’’ the semi- 
military police. The formation of the Groups is still 
incomplete and indeed, only some of the 54 divisions 
have them at present. There is a deficiency also of 
anti-tank and anti-aircraft units. 

The armoured divisions have three tank regiments 
each. A regiment consists of 200 tanks formed into 
six brigades. 
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With the exception of the armoured troops and Air 
Force, no increase in the peace-time establishment can 
be expected during the next few years. 

The German Air Force has attracted the greatest 
attention abroad. It is not, however, perfect; it can, 
in fact, be criticised from three separate angles. To 
begin with, there is little co-ordination between the Air 
Force and the Army. Secondly, “ prototypes ”’ are not 
tested sufficiently before mass production starts. Some 
of the machines, in consequence, are not so efficient as 
they might be. And finally, the output of planes is far 
in excess of the number of pilots trained and in training. 
The first line strength of an air-force depends as much on 
the trained personnel as it does on the number of machines. 
And in all probability, Germany has no more than 3,500 
to 4,000 pilots at present fit for active service. 

The privileged position of the Air Force in Germany 
to-day is not entirely the result of the importance 
attached to the Force as such. The true reason is this. 
The whole organisation of Home Defence has been so 
arranged that, on the outbreak of war, the role of 
political dictator passes to General Goering and not to 
the Reichswehr. Indeed, through General Goering and 
his Air Force, the Nazi leaders have already secured a 
certain degree of independence from the Reichswehr 
generals, and in particular from the Commander-in-Chief, 
General Fritsch. It is well known, for instance, that the 
Army generals are opposed to interference in Spain, but 
planes, pilots and anti-aircraft guns were the first 
tangible form of German assistance to General Franco. 

Since 1933, the Reichswehr has been engaged not 
only in organising a “ barrack’’ army, but also in 
training a war reserve. And it is very difficult now to 
estimate with any exactitude the number of men which 
can be mobilised on the outbreak of war. The S.A. 
and Labour Service men are sometimes regarded as 
reserves ready for active service in the Army. But 
that is wrong. We can consider only those reserve for- 
mations which have been trained by the Reichswehr, 
and which have officers and non-commissioned officers 
of Reichswehr standard. Rohm, of course, wanted the 
S.A. to be formed into a militia with the Reichswehr 
itself limited to a strength of 350,000. But Rohm lost 
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his struggle, which if successful would have made the 
S.A. equal in status to the regular army, on June 30, 1934. 

What then is the proper strength of the army 
reserve? The 1933 and 1934 volunteers could be re- 
leased into the reserve after two and three years’ training 
respectively. To these can be added the “ selected” 
men born before 1914 who were called-up in 1935 and 
given two to three months training after six months’ 
Labour Service. There are, in addition, ex-officers and 
non-commissioned officers with war service who have been 
given special courses. Even before 1933, the Reichswehr 
had sufficient reserves to treble its strength. To-day, the 
reserves can be estimated at, first, one of 27 divisions, 
and secondly, one of 21 divisions, giving a total of 600,000 
men. The second reserve, of 21 divisions, is very weak 
in officers, artillery, and technical troops. Indeed, the 
whole reserve suffers to some extent from these defects 
and even the Reichswehr is deficient in officers. 

The mobilisation orders suggest that the second 
reserve, in the event of war, will be held as a strategic 
one. And if this is so, Germany could place in the 
“field” to-day, 81 divisions, 3 armoured divisions, and 
auxiliary troops giving a total of between 1,200,000 
and 1,300,000 men. These figures are undoubtedly 
large. But in 1914, the total number of trained soldiers 
was 3,800,000 in Germany alone with a further 2,500,000 
in Austro-Hungary. On the outbreak of the Great War, 
the German Northern army comprised 70,000 men, the 


Eastern 250,000 and the Western, 1,600,000. The 
Hapsburg “field”? army in August I9g14 amounted to 
1,170,000. 


It is thus possible to estimate the size of the German 
Army, even with no official data, if the Reichswehr 
organisation of 1933 is taken as a basis. But no one 
can say to what uses this army will be put. Pre-war 
Germany made the mistake of creating an army so much 
stronger than any other on the Continent that the for- 
mation of military alliances against her was inevitable. 
On the other hand, she could not before 1914, and she 
certainly cannot to-day, build up an army sufficiently 
powerful to offset every possible combination of other 
Powers. The Nazi leaders, in so far as they are capable 
of considering the problem at all, believe that they can 
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offset the natural geographical and economic disadvan- 
tages of the Reich by combining a military “‘ totalitarian ”’ 
organisation with revolutionary propaganda in other 
countries. There are actually few adherents to this 
policy of ‘“‘ Neue Strategie’’ among the Army generals. 
But these few have up to date been able to confound 
their critics with the success of their policy. 

The German Army, in fact, has a particular function 
at present. It would have no chance of victory against 
a strong combination of other Powers. But it is suffi- 
ciently powerful to create the fear of war in Europe, and 
this fear is used by the Nazis for political and economic 
blackmail. So long as these methods are allowed to 
succeed, the threat of war will not disappear. 





The System of Economic 


Control in Germany 


IVE years ago, when currency control was first 
EF started in Germany, the whole machinery for it 

was housed in a small back room of the Reichs- 
bank. When Hitler came into power, economic control 
as such was still virtually non-existent—probably no 
more than 1,000 persons were employed throughout 
Germany in supervising foreign exchange regulations. 
To-day, the number of “ whole-time ’ employees engaged 
in the supervision and control of industry exceeds 
500,000. 

Economic control has become, in other words, an end 
in itself, justified from the Nazi viewpoint by its size 
and its labour employing powers. The point has been 
reached where the organisation cannot be dissolved or 
for that matter reduced. But despite its size and per- 
manency (or, perhaps, because of it) there is a complete 
lack of unity and systematic co-ordination throughout 
the whole system. 

The German business man is directly controlled and 
supervised by at least six different authorities excluding 
the political supervision exercised through the party 
organisation itself. These authorities are as follows 
First, the Labour Front. This controls labour conditions, 
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regulates the flow of skilled labour from one industry 
to another (or from one district to another), formulates 
rules for the working of business, and through its various 
sub-organisations influences every transaction in it. 
Secondly, there is the State organisation of industry, which 
has supplanted the former employers’ federations and 
has the same functions as them, only this time with 
arbitrary powers. The third agency of economic control 
is the Devisen authority with its three or four sub- 
organisations, like the Gold-Diskont-Bank, the local 
currency Board, and the Reichsbank. Then come the 
special Boards for selected industries, in which the raw 
material problem is most pressing. Their function is to 
decide whether the manufacturer shall have any raw 
materials at all and at what price; to what extent he has 
to mix imported raw materials with substitutes ; and how 
much of his products he is allowed to export, and under 
what subsidy. Next in importance come the Chambers 
of Commerce, membership of which is compulsory. These 
select all statistical data necessary for a planned economy. 
And, finally, there is the very powerful, although unofficial, 
Economic District Officer of the General Staff, whose 
word is final in everything which concerns economic 
defence. 

Nor is this all. Besides these six principal organisa- 
tions, there is a host of minor authorities with almost 
dictatorial powers. There are, for instance, factory 
inspectors to enforce the restrictions on working hours, 
various branches of the Reich Food Estate, an Adver- 
tising Board which must approve every advertising 
campaign, and a Fashion Office to control the ready-made 
clothing industry. 

In theory, the scope of all these authorities and 
organisations is strictly limited. But as each has com- 
plete power and as the aim of one may be directly 
opposite to that of another, these theoretical limitations 
are not observed in practice at all. For example, the 
Reich Food Estate wants high agricultural prices, the 
Labour Front low prices. The Chambers of Commerce 
try to obtain as much work as possible for their local 
industries, while the Special Boards for the metal or the 
textile industries are concerned only with the exports of 
their particular group. In the meantime, the currency 
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authorities do not pay any attention to questions of 
internal economic policy. They are interested purely in 
the supply of foreign exchange, regardless of the sacrifice 

made by producers and consumers inside the country. 
There is, in consequence, a continuous clash of policy. 
And the business man, living as he does under the 
constant threat of political reprisals, must walk very 
warily if he is to avoid trouble. 

To this bewildering multitude of authorities must be 
added the even more bewildering multitude of regula- 
tions. It has been estimated that between 700 and 
1,000 special ordinances dealing with economic control 
come into force every week. ‘Some of these apply to 
only one or two factories, some to all factories in a special 
district, others to an entire industry, while a great 
number have no specific application. The last are a 
kind of blank cheque which the authorities can use 
whenever they think fit. 

In consequence business has become a continuous 
fight with bureaucracy. It is impossible to undertake 
even the most commonplace cash transaction without 
some official interference, and as soon as foreign exchange 
or raw materials from abroad come into the question, the 
amount of forms to be filled in and regulations to be 
observed multiply rapidly. Here is an example. A 
certain deal involved the purchase of 10,000 lbs. of wool 

gainst which German toys were exported. For this 
about 680 forms had to be filled in; and it was 18 months 
after the actual transaction had been carried through 
before the bureaucratic formalities were completed. Of 
course this bureaucratic régime is felt least by the big 
companies with a considerable export surplus, such as 
the Dye Trust, or the Siemens electrical concern. These 
are protected by the Reichsbank from the worst effects 
of official interference. It is the wholesaler, or the small 
industrialist who suffers, and if his trade is regarded as 
“unnecessary’’ by the official Nazi philosophy, his 
troubles are increased accordingly. 

The costs of economiccontrol cannot be estimated. 
A confidential semi-official estimate of the direct costs of 
the machinery involved is 2,000 million marks per annum 
for wages, rents, stationery, etc. The indirect costs, 
however, are far greater. At a recent enquiry conducted 
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by a South West German Chamber of Commerce among 
small manufacturers with 100 to 200 employees each, 
it was found that up to 75 per cent. of the total 
clerical work was devoted to the fulfilment of control 
requirements. And, furthermore, the average number 
of forms which must be filled in for a single transaction 
is in the neighbourhood of 140. Im spite of all this 
hypertrophy the mills of economic control do not grind 
very small; on the contrary, there are many loopholes 
in the system. 

An outstanding example of this inefficiency and one 
which, at the same time, shows the lack of co-operation 
between the various authorities, is provided in the field 
of raw material control. Although manufacturers of 
finished goods encounter ever-growing difficulties in 
obtaining raw material supplies, the manufacturers of 
semi-finished goods, such as tin-sheet, woollen or cotton 
yarns are compelled and even subsidised to export a 
very large part of their production. The rule that no 
manufacturer shall be allowed to import foreign raw 
materials for a higher sum than that yielded by his own 
exports must not be broken. And the fact that the 
export of finished goods would bring in more foreign 
exchange does not impress the official mind at all. Here 
is another instance. For the shoe industry it was laid 
down that minitnum prices for German hides were to be 
at least 30 per cent. above the world level. Until quite 
recently, however, it was forgotten to stipulate that a 
certain percentage of German hides had to be used in 
the manufacture of shoes. Naturally nobody bought any 
German hides and the price of them, despite the official 
minimum, dropped below world levels. 

To summarise. The control of business and industry 
in Germany has not achieved a planned economy. It 
has only succeeded in curtailing the powers of the 
individual manufacturer to such an extent that to-day 
he suffers from all the disadvantages which State inter- 
ference necessitates while he enjoys none of the advan- 
tages which State interference may offer. He carries 
all the risks which private enterprise necessarily has to 
take, while he is not free to employ his private capital 
where reasonable profits seem to him assured. 
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German Banks under Nazi Rule 
A SYSTEM of planned economy without complete 


control over the banks is unthinkable unless the 

whole institution of money and credit is to be 
thrown overboard. The Nazis have never had any 
intention of abolishing money altogether. They have, 
however, realised from the start the importance of being 
in supreme control of all the capital resources of the 
nation. There was no need for them to put up a severe 
fight for a leading position in the banking world for they 
inherited practically all that they required from their 
predecessors. 

Much to the annoyance of the joint-stock banks and 
the private bankers, their sphere of influence in the post- 
war period had been confined to industry and commerce ; 
and even there the Reich did not allow them to rule 
undisturbed, but established a credit bank of its own in 
the shape of the Reichs-Kredit-Gesellschaft. Agricultural 
credit was provided chiefly by the German Rentenbank 
and the German Rentenbank Kreditanstalt. Practically 
all the States ran banks for their own financial require- 
ments, while the savings banks absorbed the greater part 
of the savings of the small investor and used part of them 
to finance small traders. All these were (and are) directly 
controlled by the Reich or the German States. A number 
of German municipalities, the Reich-owned Railway 
Company, and the Post Office had banks of their own. 
Finally, the mortgage banks, whose issues have always 
been particularly favoured by investors and which were 

capable of absorbing 45 per cent. of the total capital 
invested in fixed interest bearing securities, have always 
been subjected to a rigid Government supervision. 

The crisis of 1931 broke down the last stronghold of 
private banking enterprise, and from that date the 
majority of the joint-stock banks and a number of large 
yrovincial credit banks were taken over by the Reich and 
the Reichsbank or its affiliated institutions. The Deutsche 
Zentralgenossenschaftskasse, the bank of the rural co- 
operative societies, with a wide-spread net of branches 
all over the country, met with the same fate. 

When the National-Socialist Party came to power, 
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there remained strictly speaking, only one independent 
bank of any importance. This was, significantly enough, 
the Bank of the German Workers. All that Hitler had 
to do to make his control over the banking system 
complete was, therefore, to “ co-ordinate ” the Reichsbank 
and to break the power of the Trade Unions. Dr. Schacht, 
and a few thousand Stormtroopers, helped him to gain 
an easy victory. 

The distribution of the total deposits amongst the 
various groups of banks shows their relative importance 
(end Nov. 1936). 


Deposits (excl. Bankers’ deposits) 











Rm. millions Percentage 
of total 

5 Joint-stock Banks .. ea ue 4,450 18-2 
Private & Provincial Banks .. si 1,340 5°7 
CREDIT BANKS ra sa i 5,790 23°9 
State Banks .. a 3 1,365 “7 
Savings Banks, etc. .. - .. appr. 15,170 62°5 
Other Public Banks .. ws - 1,920 7°9 
PuBLic Banks sh Ss bs 18,455 76-1 
TotaL DeEposits sei es 24,245 100-0 


To acquire control is one thing, to exercise it another. 
Exercising control, in this particular case, meant that 
every penny which was saved and found its way to a 
bank, and every old loan repaid must be invested or 
re-invested according to the Government’s wishes. This 
was more or less an automatic process. In the case of the 
public banks, a mere hint from political headquarters in 
Berlin or Munich to the local or provincial authorities was 
sufficient to direct all available funds into the channels 
of labour and armament producing schemes. As far as 
the credit banks were concerned, the Reich and Reichs- 
bank had sufficient power over them to enforce their 
co-operation. As it happened, force was unnecessary. 
In those days of heavy depression, the credit banks did 
not, and could not, pursue any active banking policy 
whatever. Trying to liquidate their frozen assets as best 
they could and to regain as much as possible of the deposits 
withdrawn during the crisis, the credit banks concentrated 
their energy on “ridding themselves of their obligations 
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towards the various public institutions which had been 
established in 1931 With private enterprise still dor- 
mant, it was only the bad debtor who asked for further 
credit facilities. There was not even a demand for fresh 
loans on sound business principles, even if the banks had 
been in a position to meet them. 

Hitler was fully determined to avail himself of such 
singularly favourable circumstances. Public enterprise 
took the place of private apathy, and regardless of 
expense, roads were constructed, ships were built, and 
public office buildings and party palaces were erected. 
All the idle money was absorbed. The State, all powerful, 
appeared in the market as the one and only borrower. 
The savings banks bought the short term treasury notes 
of the Reich. Where the Reichsbank could not offer 
direct assistance, shrewd methods of circumventing the 
currency law were applied. A so-called company for 
public works, and another with the pretence of conducting 
studies of the various uses of metals, were formed to issue 
bills eligible for rediscount. When the banks had bought 
as many of such bills as they thought compatible with 
sound banking policy, the Golddiskontbank obliged by 
buying the Government bills and offering instead its own 
acceptances to the banks. To the Reich, it mattered 
little who purchased the armament bills, as long as they 
were discounted in ever-growing quantities. 

With a willing Reichsbank supplying the demand, 
money rates dropped despite the substantial borrowing of 
the Reich; day-to-day loans, for instance, are now 
available at 2? per cent. against 5} per cent. in March, 
1933. During the same period, the rate for prime bankers’ 
acceptances decreased from 3{f to 3 per cent. On the 
balance sheets of the five joint-stock banks, the arma- 
ment boom had a peculiar effect. With inland-creditors 
(other than bankers’ deposits) totalling Rm. 4,450 millions, 


or practically the same as at the end of 1932, the other 


principal assets underwent the following changes : 


31.12.1932 30.11.1936 
(Rm. millions) 
Cheques & Bills of Exchange. . 1,221 2,061 
Treasury Bills .. es iis sis 497 506 
Securities es ai wis 791 859 
Reimbursement credits a - 963 259 


Other debtors .. iv a oe 4,044 3,234 
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Whereas the reduction in reimbursement credits 
reflects the consequences of the Standstill Agreement 
for which the Government is not responsible, the decrease 
of Rm. 800 millions in trade loans and the corresponding 
rise in bill holdings (armaments bills in disguise!) are 
due to the economic policy of the Reich. 

Ever since 1931, the profit and loss accounts of the 
joint-stock banks have been a complete mystery. 
Indeed, they are so constructed that they conceal rather 
than reveal facts. It is certain that a large number of 
debtors, the advances to whom had to be written off in 
previous years, have now overcome their financial 
difficulties owing to the boom, while prices of shares and 
securities held by the banks have appreciated. The gains 
from these sources may well have outweighed the increased 
expenditure caused by unproductive work in connection 
with foreign exchange restrictions and the various types 
of blocked accounts. The resumption of dividend 
payments for 1935 at the rate of 4 per cent. (after four 
years without dividends) by the Deutsche Bank, the 
Dresdner Bank and the Commerzbank may, therefore, 
be considered justified. On the other hand, the prosperity 
of the years before the crisis can hardly return while the 
present economic system continues; for the lucrative 
activities of the joint-stock banks in connection with 
private issues, arbitrage business, and the financing of 
exports and imports now belong to the past. 

When, with the help of Government guarantees, the 
joint-stock banks were reopened after the crisis in 1931, 
it was generally considered unfair that the public should 
shoulder the losses incurred by private enterprise. This 
sentiment has been entirely reversed. The banks of 
to-day stand and fall with the credit of the Nazi Govern- 
ment. The Government dictates the investment policy 
of the credit and savings banks—the private depositors 
run the risk. The same applies, incidentally, to the 
shareholders of the joint-stock banks. Now that the 
control over the banks is complete and final the Govern- 
ment is no longer interested in holding their shares. 
Rising prices have enabled the Government to dispose of 
large amounts of Commerzbank shares, and the Gold- 
diskontbank has sold some of its Deutsche Bank shares. 
At the same time, the shares of the United Steel Works, 
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of Hansa Dampf and of the Hamburg Suedamerika Line 
have passed out of Government control to private holders. 

As time goes on, even the control over the banks may 
gradually lose its importance. During the preliminary 
stages of planned economy, it was indispensable. To-day 
the dictating of prices and wages and the arbitrary 
distribution of raw materials may be an even more 
effective means of causing such investments to be made 
as rearmament and self-sufficiency demand. 

Thus the indirect influence upon the German economy 
which was exercised by the banks is being replaced by 
the direct control of the State—with the result that the 
future promises a further decline in the importance of 
German banking relative to the economic system as a 
whole. 


Germany’s Economic War 


Preparations 


‘Tp National Socialists, before Hitler assumed 
power, had no economic programme worth the 
name. There was, it is true, a party programme 
of 25 points formulated by the engineer Gottfried Feder. 
But as these points for the most part contradicted each 
other, few people in pre-Nazi Germany regarded them at 
all seriously. Attempts of both sympathisers and 
enemies of the movement to obtain a clearer picture of 
its objects were unsuccessful. The leaders of the Party 
were fully occupied in denouncing existing conditions. 
And when asked for their alternative policy they stated 
that this was a secret which it would be unwise to reveal 
too early. 

During the four years in which Herr Hitler and his 
party have been in control of the Third Reich the world 
has witnessed a vast measure of political and economic 
changes in Germany. But to-day, as four years ago, 
most people are vainly trying to find a formula into 
which the economic measures of the Nazi Government 
will fit. It is called Capitalism and it is called Socialism 
by the respective opponents of each system, and in both 
their claims there is a certain element of truth. It can 
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be said, if the two terminologies are applied at all, that 
the first two years of National Socialist Government saw 
a predominance of capitalist measures, while, since the 
beginning of 1935, Socialist tendencies have become 
much more marked. But this description does not 
represent the whole truth. It suggests that the Nazi 
leaders have been convinced by experience of the necessity 
for transforming the German economy on Socialist lines, 
whereas in fact they assert their adherence to an economy 
based upon the rights of private property and the 
individual initiative of the entrepreneur. They denounce 
the theory and practice of Marxist-Bolshevism with a 
fervour unknown in even the most orthodox countries, 
while their actions bear a greater resemblance every day 
to those carried out in Russia four to eight years ago. 

Are the leaders of National Socialist Germany de- 
liberately playing a double game in their economic 
policy? Aclose analysis of the position does not support 
this view. The reason for their Socialist tendencies in the 
economic policy of the Nazi régime lies, in fact, in the 
party’s military programme. 

When the German Government started to rearm on 
a really vast scale in 1934—after the previous inaugura- 
tion of a large public works programme—the first result 
was a shortage of foreign exchange, owing to the large 
increase in the import of raw materials which the re- 
armament programme involved. The second was a 
shortage of credit. These two facts forced Dr. Schacht 
to employ all those measures which both inside and 
outside Germany are being so severely criticised to-day. 
Rearmament created the emergency. But instead of 
curing the evil at its root, the attempt has been made 
to cure the symptoms. Thus the two principal difficulties 
—lack of foreign exchange and credit—created countless 
small problems, with the result that the entire German 
economic system is now engulfed by a maze of regulations 
and prohibitions. 

The present Socialist tendencies in Germany, there- 
fore, are not the result of some theory, as they are in 
Russia, but part of a vicious circle started by the largest 
armament programme the world has yet seen. And there 
has been another development, too, one which may well 
have the most far-reaching repercussions on German 
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economy. The Nazis have found their own economic 
theory, a theory which is peculiar to their ideology, as 
Marxism is to the Bolshevists. The Nazis call it Wehrwirt- 
schaft, Defence Economics. It has been developed as 
rearmament proceeded, and both in theory and practice 
it is sufficiently well advanced to merit the closest 
attention abroad. Wehrwirtschaft, which is now claimed 
to be the economic theory of National Socialism, is, 
according to the official interpretation, a science which 
directs all economic life in peace time towards complete 
military preparedness. 

It is certainly true that in many countries beside 
Germany, industry and other branches of economic life 
are mobilised for military purposes. But apart from 
Germany—and to some extent Russia—no other country 
in the world has gone so far as to subordinate its entire 
economic policy to military principles. 

If the frenzy with which the National Socialists have 
undertaken their economic war preparations is to be 
realised, it must be remembered that they ascribe 
Germany’s defeat during the Great War, first and fore- 
most, to an imperfect organisation of industrial and 
agricultural production, a mal-distribution of labour 
supply, etc. In the first months of the War, for instance, 
when the sudden cessation of German exports and the 
insecure outlook caused a number of factories to close 
down, the German Government appealed to the popula- 
tion not to reduce its ordinary consumption so that an 
even greater increase in unemployment might be averted. 
There was no attempt to husband existing food and raw 
material supplies. And it was only early in 1917 that 
the German food supply was placed under a central 
control. There can be no doubt that had Germany’s 
economic life been properly organised in the early part 
of the War, the subsequent privations would have been 
less severe. 

The present Government is resolved that Germany 
shall enter the next war—which, according to Nazi 
thought, is inevitable—with a perfect military and 
economic organisation, and that it will require a minimum 
of effort to change the entire national life from peace to 
war-time conditions. Wars are no longer waged ex- 
clusively between soldier and soldier, gun and gun. 
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To-day it is factory which stands against factory, farm 
against farm. Modern war is totalitarian in the widest 
possible sense. Actual fighting will not be limited to 
strictly defined fronts, and with the development of the 
air arm and long-range gun large sections of the civilian 
population will be included in the zone of hostilities. 
The enormous mechanisation of warfare requires the 
construction of the greatest possible industrial ‘‘ war 
potential.” It is the task of Wehrwirtschaft to see that 
the German economic system is adapted to these con- 
ditions and requirements. 

According to present German military theory, Germany 
can win a war only if that war is not protracted. For 
whatever efforts Germany makes to render herself self- 
sufficient, a long war would produce such a serious 
shortage of essential raw materials and foodstuffs that 
the ultimate issue would never be in doubt. Strange as 
it may sound, the very intensity of German rearmament 
during the last few years has weakened her potential 
military strength in an important way. By spending 
every av ailable pfennig and every scrap of material for 
the building up of her armed forces, Germany has, at the 
same time, deprived herself of all raw material stocks 
gold and devisen reserves. The fact that Germany has 
rearmed and still is arming on a grandiose scale has had, 
therefore, two highly important results, First, economic 
conditions have been created which do not allow Germany 
to wage a war other than a short one; and, secondly, the 
armed forces have been built up in such a W ay that they 
can strike their full force immediately 

If the full military strength of the country is to be 
mustered at a moment’s notice it is essential that the 
whole economy is adapted so that it can change over to 
war conditions immediately without weeks and months 
of reorganisation. The achievements of Nazi Wehr- 
wirtschaft in this direction are astounding. They bear 
witness to the superb organising capacity of the German 
nation. But they also form a terrible threat to a world 
which even now, after four years of German war prepara- 
tions, is not fully aware of the intensity of Germany’s 
power of attack. 

In the first instance, industry is being prepared to 
cope with its most urgent problem in the event of w ar; 
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namely, that while production has to be increased sud- 
denly (in the case of armament factories), or to be 
switched over from peace time work to war material 
production, a large number of men employed will be 
conscripted for active military service. To create the 
necessary basis for the execution of this task, the German 
Government has set in motion an enormous machinery 
whose task it is to ascertain in the minutest detail the 
_. required for the military mobilisation of industry. 
The Government—and in this case the local authorities 
and the army high command also—have every detail 
regarding the maximum capacity of each factory, the num- 
ber and types of machines available, the possibilities of 
iminediate rationalisation, the skilled and unskilled labour 
employed, etc. On the basis of this information, each 
factory is now receiving careful instructions on the 
procedure to be adopted on mobilisation. 

While these preparations involve as yet no actual 
structural changes in German industry, another big 
military-economic task is being tackled primarily from 
the practical side. The Four-Year-Plan for raw material 
self-sufficiency is the greatest economic effort of a military 
character unde rtaken outside Russia. It is treated in 
detail in another article of this issue. But it cannot be 
stressed too much that even the partial realisation of this 
plan will strengthen Germany’s war potential enormously. 
While we may safely discount Nazi claims of complete 
German autarchy in a few years, the factories which are 
being erected all over the country—or at least in the 
strategically favoured regions—for the production of 
synthetic petrol, synthetic rubber, aluminium, artificial 
textiles and many other substitutes will assure Ger- 
many’s raw material supplies at least for the duration of 
a short war. The German military economists believe 
that it will be possible, with the existing machinery of 
supervision and control, to reduce all industrial production 
for private consumption practically to nothing for a period 
of four to six months. During the period, for instance, no 
textile fabrics will be issued to the civil population w hich 
will be expected to carry on with the clothes in its 
possession. Textile factories will work solely for military 
supplies, some will produce clothing while others will 
switch over to the production of other war material. 
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At the same time every piece of metal and rubber in the 
country will be confiscated, and melted down or re- 
generated for military purposes. With the combination 
of substitute production, temporary elimination of civil 
consumption and rigorous mobilisation of indirect re- 
serves, it is certainly a premature conclusion to say that 
Germany cannot win a short war because of her raw 
material difficulties. 

Enormous efforts are being made to develop the 
German system of communicz tions on military lines. As 
Germany’s entire strategy is based on the principle to 
strike swiftly and force an immediate decision, the 
problem of communications assumes an outstanding 
importance. The German railway net is close and 
efficient. But the advent of the air arm constitutes a 
serious threat to railway traffic with its highly com- 
plicated mechanical system. Roads, on the other hand, 
if bombed are more easily repaired, and even while 
repairs are in progress it w ould normally be possible to 
maintain a somewhat slowed down traffic. It is with 
these considerations in mind that the Third Reich is con- 
structing the magnificent system of double-tracked motor 
roads, which in time will spread over the whole of Ger- 
many. U P, to January I, 1937, 1,100 kilometres of these 
roads had been complete od, while 1 ,600 kilometres were 
in the process of construction. Plans are prepared for 
another 2,500 kilometres. In about a year’s time, there- 
fore, the combined transport capacity of railways, motor 
roads, provincial roads, river and air traffic will be large 
enough to guarantee a smooth and efficient mobilisation 
and war-time transport. 

Many other examples could be given of the energy 
which the German economic system is being placed on a 
war basis. In agriculture, for instance, a scheme was 
started quite recently which examines the possibilities 
for the collective working of farms. For while in war- 
time a large number of farmers and agricultural labourers 
will be conscripted for military service, agricultural pro- 
duction must on no account fall short of the present level. 
In Southern Germany it has already been established that 
in some districts an average of five farms can be efficiently 
run by the present personnel of two. Then, there is 
the rationing system for food supplies, introduced on 
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January I, 1937. Here again, an organisation is set up 
and developed in peace time, which obtains its real 
significance only under war conditions. Freedom of 
movement and freedom of trade have been abolished, 
persons residing in the country may not move into the 
towns, while people living in small towns are prevented 
as far as possible from moving to large cities. And, 
finally, the erection or closing down of “shops, factories 
and other undertakings is subject to a rigorous system of 
permits. 

Germany, in other words, is arming economically as 
feverishly as she is arming in the sense that she piles 
up arms. State control of economic life in consequence is 
growing so rapidly that it represents in actual fact a 
far-reaching process of Socialisation. Thus the Nazis 
who came to power as a result of middle and upper class 
opposition to Socialism, are sacrificing to their aspirations 
of a new German Empire, the very substance of their 
raison a étre. 





Agriculture in Germany 

GRICULTURE is a centre-piece of the Nazi 
A economic and social system. The attainment of 

self-sufficiency and thus the success of ‘“ Wehr- 
wirtschaft ’’ is to a large extent a problem of agricultural 
production and of agricultural planning. And that 
“healthy corporate nation ’’ which the Nazis have set 
themselves to create, rests naturally upon a strong 
independent and “socially conscious ” farming 
community. 

The success or failure of the German agricultural 
policy since 1933 is, therefore, a fair measure of the 
success or failure of the Nazi economic and social policy 
in general. This has been realised by the Hitler Govern- 
ment itself, which right from the start has paid the 
greatest attention to agriculture. More money has in fact 
been spent on the promotion of agricultural production 
than on any other industry. The direct expenditure in 
subsidies since 1932 is estimated at Km. 5,000 millions. 
And, moreover, about three times this amount has been 
paid indirectly by the German people in the form of higher 
prices and reduced retail margins for foodstuffs, through 
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the cancellation of agricultural debts, and by providing 
the farmer with unpaid labour from labour camps. 

At the same time the production, distribution and 
consumption of agricultural products have been subjected 
to the most stringent regulations. The economic freedom 
of the farmer is almost completely abolished. He is not 
even allowed to leave his farm. Equally severe are the 
regulations and supervision of the trade in agricultural 
products. And now the turn of the consumer has come; 
he is not only commanded where to buy, but also when, 
what and how much. In spite of all these efforts the 
Nazi agricultural policy has been a failure, both in the 
economic and in the social field. 

The inability to replace imports of high quality 
foodstuffs, such as butter and eggs, by German production, 
and the resulting scarcity on which so much attention 
has recently been focussed, is actually only a minor 
detail in the failure to achieve self-sufficiency. For it was 
generally foreseen and even welcomed by the Radical 
Wing of the Nazi party as it represents a curtailment of 
the “rich man’s food supply” and is therefore in 
accordance with National Socialist principles. 

The real failure of the self-sufficiency plan lies in 
another sphere, which usually passes unnoticed. It is, 
first and foremost, the inability to increase the output 
of staple foodstuffs like cereals, potatoes and sugar-beet, 
the production of which is entirely domestic and not 
dependent on any foreign imports. Before Hitler came to 
power these home-grown staple crops provided about 45 
per cent. of German food requirements measured in 
nutrition units. A further 30 per cent. was provided by 
high quality foodstuffs imported into Germany or raised 
in Germany on the basis of imported fodder, whilst the 
remaining 25 per cent. was supplied by high quality 
foodstuffs raised entirely on the basis of German fodder. 
It was, therefore, essential for the success of the self- 
sufficiency plan, to replace all or most of the 30 per cent. 
of import-dependent high quality foodstuffs. This end 
could only be achieved by means of a corresponding 
increase in the production of home-grown staple foodstuffs, 
without which self-sufficiency is out of the question. 

The Nazi plans called, therefore, for an increase of at 
least 60 per cent. in the production of wheat, rye and 











140 THE B ANKER 





potatoes and of 4o per cent. in that of sugar. Actually in 
1935, When the harvest was very much above average, 
the production of these crops, according to the official 
figures (which do not tend to err on the cautious side) was 
just below the 1928-1934 average. In 1936 production 
actually decreased by about 15 to 20 per cent. although 
the harvest could not be considered bad. The first con- 
dition of self-sufficilency—the replacement of imported 
high quality foodstuffs by home-grown staple crops—has 
thus proved unattainable. 

The second failure of the self-sufficiency drive is hardly 
less serious, although its full effects have not yet made 
themselves felt. It is the grave deterioration of the 
productive capacity of German agriculture following the 
failure to increase the home-grown fodder supply 
sufficiently to replace fodder imports. 

Less than half of the German fodder requirements, 
measured in food value, used to be produced inside 
Germany. The reduction of fodder imports by almost 
75 per cent. has had therefore the most serious reper- 
cussions, since the production of home-grown fodder since 
1933 has only been increased by about 8 to Io per cent. 
Owing to the large reserves which German agriculture had 
four years ago, the deficiency in fodder did not lead to an 
immediate fall in the number and quality of livestock. 
But the existing stock has steadily been depleted without 
any replacement. Milk-cows and laying-hens have grown 
old, whilst calves and chickens have been slaughtered 
wholesale, as the scarcity and dearness of fodder made it 
unprofitable to rear them. The same applies to oxen, 
sheep and pigs. It is estimated in reliable quarters that 
the number of first-class milk-cows and laying-hens has 
already declined by 12 per cent., and unless substantial 
fodder i ett are brought into the country, the decrease 
in 1937 will be nearer 25 per cent.—thus bringing the 
number of first-class livestock and poultry to what tt was 
at the end of 1916. 

The result of four years of attempted agricultural 
self-sufficiency is therefore this: Germany is no less 
dependent on foreign supplies than she was before 1933; 
about 30 per cent. of the total peace-time requirements 
must still be imported. At the same time productive 
capacity has been seriously impaired. Indeed, the last four 
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years have diminished and not increased Germany’s 
agricultural “‘ war potentiality.’’ Asin the last years of the 
Great War, she is entirely dependent on the supply of 
staple foodstuffs, the harvests of which are beyond human 
control. If Germany could no longer buy foodstuffs from 
abroad, one bad potato harvest might spell starvation. 

This failure is only partly due to agricultural ignorance 
on the part of the Nazi radicals. Of course, the conviction 
of Herr Darré and his experts that somehow fodder would 
be produced by the chemical industry, was, to say the 
least, naive. Otherwise, the agricultural plans were 
the most realistic part of the Nazi self-sufficiency schemes, 
and, from a purely technical viewpoint, the easiest to 
execute. 

The plan to increase the staple crops could, however, 
have been realised only on the basis of collective large-scale 
farms, not on that of small independent “ land conscious ”’ 
owner-farmers, on which it was actually founded. For 
the small farmer must always try to raise the products 
in which there is the highest profit, combined with the 
greatest labour intensity. These products are the high 
quality foodstuffs, not the staple crops. 

Despite all promises and efforts to the contrary, Nazi 
agricultural policy is leading therefore to an almost 
complete destruction of the liberty and social position of 
the independent farmer. The famous “ hereditary farm 
law ’’ which forbids the sale, splitting up, or mortgaging 
of peasant property, and lays down that the eldest son 
alone has the right to inherit the farm, which he is not 
allowed to leave, while the other children have to be paid 
off, is an acknowledged failure. Its only effects have been 
an enormous increase in the number of landless younger 
sons, the breakdown of the highly-organised agricultural 
credit system and the promotion of slackness, since the 
farm cannot “come under the hammer.”’ The regulation 
of production and distribution has destroyed the agri- 
cultural co-operatives on which the economic and social 
standing of the farmer was formerly based, and the old 
co-operative societies survive only as controlling and 
auditing agents of the central totalitarian authorities. 

In 1936 the destruction of the liberty of the farmer 
went one step further with the introduction of compulsory 
delivery of fixed quotas of various crops at fixed prices 
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under penalty of long term imprisonment or death. Yet 
in spite of all the machinery of control, the extent of which 
can be gauged from the fact that its costs are in some cases 
as much as 30 per cent. of the total value ofagricultural 
production, the farmer has resisted all efforts to compel 
him to abandon the raising of the more profitable livestock, 
vegetables and dairy products in favour of cereals and 
potatoes. 

On the other hand, the big estates in the East and 
North East of Germany, which before Hitler were on the 
verge of collapse because of the inability to compete with 
world markets, have prospered from the monopoly of 
cereal and potato production which they enjoy. The most 
difficult problem of German agricultural and population 
policy, the emptiness of the East with its large mechanised 
estates, has thus been considerably aggravated. As the 
estates are now prosperous, the settlement of young 
peasants from the overcrowded West and South on these 
estates, which had made very encouraging progress under 
Briining, has been completely abandoned. 

Of the many grave economic and social problems 
with which Germany is beset after four years of the new 
system, the agricultural problem should come to a head 
first. Germany, very shortly, will be faced with a vital 
decision. Either the present system with its multitude of 
independent farmers will be maintained, and then all 
hope of self-sufficiency must be abandoned ; or agriculture 
will have to be remodelled to achieve self-sufficiency 
by replacing the independent farmer by the “ grain 
factory’ on the Russian model. It is significant that 
Herr Darré, Germany’s agricultural dictator, recently 
answered Goering’s battle-cry “‘ Guns instead of butter ” 
with the vow that he would never, never, consent to the 
Russianisation of German agriculture. 


Traders, Consumers and Prices in 
Germany 
HE scarcity of high quality foodstuffs and the 
increase in the prices of foodstuffs in general—the 
reasons for which are discussed elsewhere—have 
had two main results on German economy. 
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1. The wholesale trade in foodstuffs has been com- 
pletely abolished, while the retailer has practically become 
a State employee. 

2. The standard of nutrition of the whole country has 
decreased by about 20 per cent. The reduction has been 
most marked in the upper classes. The lower classes have 
not suffered so much, while the standard of nutrition of 
the very lowest classes has even been improved. 


The abolition of the wholesale and the deterioration 
of the retail trade have been caused by the introduction 
of regulations and by the reduction of profit margins. 
The regulations were introduced in order to prevent, as 
far as possible, retail prices from rising, with the idea of 
ensuring an even food supply for the lower classes of the 
population. The extent of these regulations is well 
known; but outside Germany it is difficult to imagine 
the burden they entail. For instance, such a small 
quantity as 1,000 eggs is subject to the most rigorous 
control from the very moment the eggs are collected on 
the farm until the moment they are sold to the consumer, 
as there is a different controlling authority for each stage 
of the distribution process. Again, the extent to which 
the retail profit margin has been cut is not generally 
realised ; and in fact it cannot be fully ascertained, since 
official figures are conflicting. It can, however, be 
regarded as a safe estimate that in the big towns retail 
margins have in general been reduced by between 40 
and 60 per cent., from the pre-Hitler levels, which were 
already low after three years of economic depression. By 
the fixing of maximum prices for the sale to the consumer 
and of minimum prices for the purchase from the producer 
or from the State-controlled wholesale distributors, it is 
assured that no retail merchant makes a higher profit 
through individual ability. 

These measures have, however, not proved entirely 
successful, for two reasons :— 

1. They contain too many loopholes. For a large 
number of goods, principally imported goods, no maxi- 
mum prices could be fixed, and it became the general 
practice, therefore, to sell goods at maximum prices only 
if at the same time a purchase of goods of unlimited 
price, and accordingly unlimited profit, were effected. 
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This meant, of course, that the wealthier classes of the 
population were still in a favoured position. 

2. Secondly, the retail margin was cut to such an 
extent that the retailer could not exist unless he was 
assured of a steady turnover, by which stock carrying 
and waste would be entirely eliminated. 

A few months ago, therefore, the German Government 
adopted the Russian system of the “ closed monopoly 
shop.”” Under this system each retailer is assigned 
a number of customers who have to buy from him and 
to whom he alone is allowed to sell. Since the amount ve 
foodstuffs which he can sell to each customer has beer 
rationed, the retailer is guaranteed a steady turnover. At 
the same time the supply for all classes of the population 
is secured, as the wealthier people cannot buy more than 
the poor and cannot go elsewhere for their purchases. 
This system is not yet general, for itis at present confined 
to a few goods, mz ainly butter, meat, margarine, etc., and 
to the big cities. But its scope is rapidly being enlarged 
and it is generally regarded as the retail sy stem of the 
future. Under this system the retailer’s profit is usually 
fixed as a percentage of his turnover—without any 
regard to the amortisation of capital. 

In spite of these measures, food prices for the con- 
sumer are much higher than before. Of the total increase 
in cost prices of agricultural products, which is estimated 
at nearly 60 per cent. for imported goods and over 40 
per cent. for home-grown foodstuffs, about 25 per cent. 
and 17 per cent. respectively are estimated to have been 
saved by the compulsory delivery of goods from farmers 
and by the cut in retail margins. The remainder has to 
be borne by the public. 

From the beginning it has been the avowed intention 
of the Nazi Government to prevent an increase in the 
cost of living for the small man. Accordingly, most of 
the increase in the prices of foodstuffs has had to be 
borne by the higher class articles. Fruit and early 
vegetables, for instance have risen in price by as much 
as 200 and even 300 per cent. Eggs, butter and veal, 
which are regarded as foodstuffs of the higher classes, 
have inc reased i in price by 50 to 100 per cent. Ordinary 
meat has risen by 50 per cent. On the other hand the 
prices of bread, sugar and potatoes have been kept as 
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stable as possible. That the distribution of the price 
increase is entirely under the control of the Govern- 
ment was shown recently by a sudden reduction in the 
prices of high-class vegetables in South West Germany 
below the lowest price ever known for them. This was 
coupled with a campaign from above urging that such 
vegetables should be used instead of potatoes, of which 
there was a temporary shortage. At the same time the 
prices paid to the producers of these vegetables were not 
changed and remained in most cases above the retail 
prices fixed. 

The tendency to shift most of the necessary decrease 
in the standard of nutrition on to the wealthier classes is 
therefore quite intentional and it can be safely assumed 
that it will be continued, if necessary, until the standard 
of nutrition of the wealthier has sunk to that of the 
poorer classes. At the same time all efforts will be made 
to maintain the standard of living of the working class 
and to increase it by better facilities of distribution. 

Nevertheless, it is doubtful whether the general 
standard, including that of the lower classes, will not 
be forced down even further. It is well known inside 
Germany that the Nazi experts regard a reduction in 
the standard of nutrition by about 20-25 per cent. below 
the present standard of the working class as permissible 
from the point of view of military ‘fitness, Should the 
self-sufficiency policy be continued such a decrease would 
take place within the next two years. But the standard of 
nutrition would then approach what even the radical 
Nazis, who believe in the moral effects of hunger, consider 
the danger point. 


Newspapers in the New Germany 


m HE newspaper regulations constitute a depriva- 
| tion of liberty unheard of in German history.” 
This was the outspoken comment of the 
Frankfurter Zeitung on the Emergency Decree of February, 
1933, during the short transitory period between Hitler’s 
accession to power and the General Elections in March of 
that year. The Berliner Tageblatt, no less incensed, 
described the new regulations “‘as so vaguely defined 
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that they can be applied to anything which seems un- 
pleasant in the eyes of the authorities.” Nearly four 
years have passed since then, and to-day no German 
newspaper would dare to utter any criticism on what the 
Government is pleased to decree. Four years of education 
and discipline have taught the German editor to think 
as the Ministry of Propaganda wishes him. 

The economic consequences of this suppression have 
been disastrous. Before Hitler came into power there 
were 4,703 newspapers published in Germany. After the 
first year of National-Socialist rule the number had 
fallen to 3,097. It will be recalled that newspapers 
connected with the Socialist and Communist parties 
were confiscated after the Reichstag had been burnt. 
These newspapers numbered 184. And if an allowance is 
made for them, it can be seen that 1,422 non-party 
newspapers ceased publication in a single year. In the 
absence of official German statistics the following figures, 
given in a letter to The Times and compiled from records 
of the German “ Institut fiir Zeitungskunde,’’ may be 
quoted. Of 348 weeklies appearing in Germany before 
1933, more than a third—131—closed down during that 
year. While 19,200 people were working on the editorial 
staffs of newspapers in 1932, only 5,341 were left at the 
end of 1933. The number of men employed in the printing 

rade dropped from 236,335 to 184,288 during the same 
period. 

The German Revolution of 1933 was led by journalists. 
The leaders of the Nazi movement, Herr Hitler, Dr. 
Goebbels, Alfred Rosenberg and General Goering, were all 
newspaper men or connected with the press. From the very 
beginning the press played an essential part in the Nazi 
party. As early as 1923 Adolf Hitler, with the financial as- 
sistance of Dr. Hanfstaengl, acquired the somewhat obscure 
V oelkische Beobachter, which only a few months before had 
been bought by army interests. For many years Adolf 
Hitler’s name appeared on the front page as editor. In 
1925, after Herr Hitler had been released from prison 
and the ban on the party and the Voelkische Beobachter 
had been lifted, the Leader entrusted the management of 
the paper to his old friend, Max Amann, who up to then 
had been treasurer of the party and head of its publishing 
activities. It would be a mistake to assume that the 
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Franz Eher Verlag, the company publishing the Voelkische 
Beobachter and Hitler’s ‘Mein Kampf’’, was a paying 
proposition at that time. So destitute was Herr Hitler 
in 1925 that a certain Herr Miller, who owned the printing 
plant of the Voelkische Beobachter, lent him the money to 
buy newsprint and to pay his weekly wages. Up to 1929 
the circulation of the Voelkische Beobachter did not 
exceed 50,000. 

The question, who owns the Franz Eher Verlag, is 
never openly asked in Germany to-day. Before the 
revolution, however, it was common knowledge that 
Adolf Hitler and Max Amann shared the business between 
them. Konrad Heiden in his biography of the Fuehrer 
states that Hitler once said to a party comrade: “If I 
were able to make my living as editor of the Voelkische 
Beobachter I should be perfectly happy.” The extra- 
ordinary interest which the party leaders have always 
attached to the financial welfare of the party press can be 
gauged from the fact that, in the first manifesto to Storm 
Troopers, canvassing for advertisers and subscribers was 
made a special duty. 

Apart from the party’s chief organ, the Voelkische 
Beobachter, 119 other National Socialist papers, published 
by the regional party organisations and supported from 
party funds, existed in Germany before 1933. None of 
these were prosperous; indeed, most of them had only a 
small circulation and a very poor advertisement revenue. 
After Hitler’s accession to power, therefore, Nazi policy 
was no less concerned with the task of improving the 
precarious financial position of its own press than with 
converting by all possible means everyone connected 
with newspaper work into “ soldiers of the new State.” 
The suppression, on March 29, 1933, of the Socialist and 
Communist press enabled the various Nazi newspapers 
to take over the property and up-to-date machinery of 
their former rivals. Even this, however, did not 
strengthen their position. For one thing, the number 
of official Nazi newspapers themselves increased from 
11g to 379. And for another, the old readers of the 
Socialist press were naturally reluctant to acquire new 
habits. 

Nor did the formerly democratic press and the 
hundreds of non-political papers gain from the annihila- 
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tion of the Socialist press. After the political stan- 
dardisation had deprived the independent press of its 
individuality, readers went “on strike.” It is note- 
worthy that the only papers which prospered in the first 
months of the Nazi régime were thin sheets, published 
by outsiders, containing only news without comment, 
a crossword puzzle and a serial story. Sales of the 
“independent ”’ press fell alarmingly. The circulation 
figures, for instance of the papers published by the 
formerly liberal Ullstein company and the conservative 
Scherl company in pre-Hitler days and after the first 
months of the new régime were as follows :— 


1932 1933 
(Ullstein) Berliner Morgenpost .. 559,960 337,750 
B.Z. am Mittag os .. 165,000 97,550 
(Scherl) Berliner Lokal Anzeiger .. 205,000 170,070 
Der Tag we pie ns 70,000 43,715 


Competition between the Nazi papers and the non- 
party press grew even more intense as the market 
became restricted. But the “ Emergency decree of 
February, 1933,” supplied the authorities with a never- 
failing weapon against any newspaper. The first con- 
travention of this law (for instance “ the spreading of 
news endangering vital interests of the State’’) entailed 
suspension for a month, the second, suspension up to 
six months. Under this decree the Berlin Tempo 
(Ullstein) was banned because a Stock Exchange report 
contained a few facts about the fall of German foreign 
loans. The Roman Catholic Essener Volkszeittung was 
suppressed because a question mark instead of an ex- 
clamation mark had been put by mistake after the 
headline : ‘‘ Hindenburg congratulates Hitler.”” In April, 
1933, the Dortmunder General Anzeiger, Germany’s most 
prosperous provincial newspaper, published a portrait of 
Herr Hitler by a well-known artist. The edition was 
seized because the authorities stated that it had given 
the Fuehrer’s features “ a distorted expression suggesting 
vulgarity.” The offence against the Fuehrer was taken 
as a pretext to occupy the building with an S.A. detach- 
ment, to eject the old editorial staff by force, and to 
declare the whole concern sequestrated. The next day 
the paper was printed on the same premises, but edited 
by the staff of the regional Nazi paper Die Rote Erde, 
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which until then had struggled without success against 
the competition of the Dortmunder General Anzeiger. In 
circumstances which were never disclosed, a contract for 
sale was executed between the former and present pro- 
prietors. According to the official German news agency 
the former publishers received RM. 2,800,000, a sum 
little more than two years’ profits. They contested the 
validity of the agreement and demanded an indemnity 
of Rm. 8,000,000 and annuities totalling Rm. 165,000. 
The Westfalische Landeszeitung, a paper belonging to the 
same Rote Erde, commenting on this claim, wrote in- 
dignantly: ‘‘ Whoever supports the view that the 2,600 
employees of the Westfalische Landeszettung-Rote Erde 
shall work for all time for the benefit of the former 
owners (of the Dortmunder General Anzeiger) has forfeited 
the right of being connected with a German newspaper.” 
The German law courts never came to a decision on this 
case. 

To escape the fate of the Dortmunder General Anzeiger, 
the great publishing companies voluntarily underwent a 
complete overhaul of their boards of directors and 
editorial staffs. It is almost true to say that any 
editorial slip which displeased one or other of the party 
authorities and which resulted in the newspaper’s sus- 
pension, meant the entry of a new director supposed to 
be in favour with the Nazis. Very often the newcomer’s 
boast of close connections with the Ministry of Pro- 
paganda was proved incorrect, and there was a new and 
unexpected ban. After June, 1934, however, the great 
democratic papers came under entirely new ownership. 
The Non-Aryan families of Ullstein, Lachmann-Mosse 
(Berliner Tageblatt) and Sonnemann-Simon (Frankfurter 
Zeitung) sold their shares. The Ullstein concern was 
acquired by the Franz Eher company, the Frankfurter 
Zeitung by the German Dye Trust, and the Berliner 
Tageblatt by some State-owned banks. 

When, after the reorganisation of the great newspaper 
concerns interference under the emergency decree was 
no longer possible, the fight against non-party papers 
took other forms. Gangs of party members and S.A. 
men canvassed from door to door for subscribers, using 
duress and intimidation. That the breadwinner of the 
family would lose his job if he would not give up his 
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paper and take the Nazi organ was the usual threat. 
These methods were applied so indiscriminately that 
they became a danger to concerns whose soundness was ; 
of vital importance to the labour market. A new law 
against canvassing by forcible means was _ therefore 
promulgated in January, 1934. But this law did not 
affect regulations issued by provincial authorities. Thus, 
as late as March, 1935, Herr Schaefer, the editor of the 
well-known Koelnische Zeitung, was taken into “ pro- } 
tective custody’”’ because he had given ‘a distorted 
account of the canvassing methods applied by the Nazi 
Westdeutsche Beobachter in competition with his paper.” 
There remained, moreover, the obligation of every civil 
servant to subscribe to a Nazi paper and the preferential 
treatment accorded to the party press with all official 
announcements. 

After a period of comparative calm, a law of most ! 
far-reaching consequences was enacted in April, 1935. 
It was called the ‘‘ Law for the preservation of the 
independence of the German press.’ And by this 
measure it is possible to close down practically any 
newspaper which is not owned by party interests. Among , 
other stipulations, it prohibits joint stock and limited 
liability companies, co-operative societies, public bodies 
of any kind and organisations formed for professional or 
religious purposes from publishing ne wspapers. Further- 
more, it compels newspaper publishers to report to the 


Reichs Association the names of all persons who have \ 
any interest in their concerns with their individual | 
shareholdings. They must also prove the Aryan origin > 


of each member of the board and of his wife back to the 

year 1800. And, finally, liquidation of a newspaper can 

be ordered if in the opinion of the Reichs Press Chamber 

a certain market does not allow sufficient scope for two ‘ 
or more newspapers. 

What was the object of this law? Its first aim obviously 
was the extinction of the Roman Catholic press which 
had, until then, been in opposition to the Government, if 
only in the very restricted sphere of religion ; 60 to 70 per 
cent. of the Roman Catholic publishing’ firms were 
affected by one or another clause of the law. The pro- 
vision excluding limited liability companies, etc., from 
the ownership of newspapers was applicable to about 
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420 companies. Before May, 1936, the changes in the 
financial structure of the various firms, made necessary 
by the law, were carried out. But the details of these 
changes have never been disclosed. Among those in 
danger were several newspapers of international repute, 
such as the Deutsche Allgemeine Zeitung, Berliner Boer- 
senzeittung, and the Frankfurter Zeitung. After lengthy 
negotiations they have so far been exempted. But 
whether or not the exemptions had to be bought has never 
become known. Max Amann, whose signature is attached 
to the decree, apart from being head of the Franz Eher 
Publishing Co., is the president of the Reichs Press 
Chamber. The director of Germany’s greatest pub- 
lishing house is thus authorised to make laws regulating 
the life and property of his fellow publishers. 

A new wave of compulsory liquidation was expected 
after this law had been passed, in order to free the 
regional Nazi papers from their more prosperous com- 
petitors. For, after two years of the Hitler régime, the 
position of the party press was still unsatisfactory, while 
the non-party press, despite a heavy fall in circulation, 
remained profitable. The circulation of some of the in- 
dependents had even tended to increase.* The advertising 
revenue of the party papers could bear no comparison 
with that of the non-party press which was free to accept 
advertisements from any quarter, Nazi or otherwise. 
But contrary to expectations, none of the large non- 
party papers has disappeared since the promulgation of 
the Amann law. Quite different tactics have been 
employed. A number of prosperous provincial news- 
papers, for instance, have been either entirely or partially 
acquired by a newly-created holding company known 
as VERA. The following provincial newspapers—each 
of them the most prosperous paper in its district— 
have either entirely or partly been taken over by this 
concern :— 





* Whereas between June and December, 1934, the circulation of 
the Voelkische Beobachter fell by about 24,000, that of the Berliner 
Morgenpost increased by about the same figure. It may be added 
that the circulation of the Angriff, Dr. Goebbels’ mouthpiece had 
fallen from roughly 100,000 to 50,000 between the beginning of 1933 
and the end of 1934. The Angriff became self-supporting only after 
Der Deutsche was absorbed. 
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Miinchener Neueste Nachrichten (circulation, 1935, 94,460). 
Leipziger Neueste Nachrichten (circulation, 1935, 146,134). 
Hamburger Fremdenblatt (circulation, 1935, 110,648). 
Bremer Nachrichten (circulation, 1935, 56,627). 
Frankfurter General Anzeiger (circulation, 1935, 96,614). 


Furthermore, both the Huck concern and the Girardet 
concern, which own widely circulating newspapers in 
different parts of Germany, have sold some of their 
interests to the company. Readers did not become aw are 
of the change of ownership of their paper because its 
outer appearance and editorial staff remained on the 
whole untouched. 

There is every reason to assume that the “‘ VERA’ 
in a position to enforce its terms. As under the Amann 
law none but party interests can take the risk of acquiring 
a newspaper, the newspaper proprietor who has to sell 
his shares can find no other purchaser. It is said that 
the Hamburger Fremdenblatt was acquired for half the 
value placed on it by an independent accountant. 

It is an open secret that the infiltration of Nazi 
interest into the abused “ yellow press’”’ is strongly 
resented by the Ministry of Propaganda. Ever since the 
early days of the Nazi movement Dr. Goebbels has 
violently attacked this section of the German press 
because of its political indifference and mercenary spirit. 
Now Herr Amann, a level-headed businessman, has 
become its patron. 

It is said that Herr Amann’s motives in taking an 
interest in the independent press are purely selfish. 
That, however, can be dismissed. The explanation that 
the profits derived from the newly acquired and very 
prosperous papers are set aside for a Government Emer- 
gency Fund is much more plausible. Thus, in the 
newspaper field, as in other walks of economic life, the 
Government is acquiring control of an industry which 
was formerly one of the chief sources of individual wealth. 
The last vestiges of the once prosperous private newspaper 
industry are, therefore, being swallowed up by one single, 
huge State-controlled concern. 


\ 
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Stock Exchanges under 
Dictatorship 


HE beginning of the Nazi Movement coincided 
with the final collapse of the mark in 1923. The 
impoverishment of the middle classes provided 
Hitler with much needed—and, incidentally, extremely 
good—propaganda in favour of his new party. Argu- 
ments against capitalism in general, and the speculative 
activities of the Stock Exchanges in particular, never 
fail to attract the masses in times of distress. Once in 
power, however, Hitler realised that the Exchanges could 
not be dispensed with so easily. Indeed, the fact that 
so little direct control has been imposed has caused 
much disappointment to many of the Party’s more 
extreme supporters. 

The gradual removal of Jewish brokers was a measure 
dictated by racial and not by economic considerations ; 
and the closing-down of a number of provincial Exchanges 
which had never enjoyed more than local importance 
was of little or no consequence. At the same time, 
a large part of the Burgstrasse had already been paralysed 
for two years prior to the Nazis’ advent to power. If, 
subsequently, dealings in foreign exchange were subjected 
to a still more rigid control, this was nothing funda- 
mentally new. And neither the complete severance of the 
money and bills markets from the money markets abroad, 
nor the continuous curtailing of arbitrage transactions, 
was a startling innovation to German economy. 

The more radical, almost revolutionary, developments 
in the recent history of the German Stock Exchanges 
were brought about by the general economic policy 
adopted by the Nazis. Whereas in other countries 
public works sponsored by the Government are considered 
as emergency measures intended to stimulate private 
enterprise, the new Hitler Government made vast 
investments in industry with the dual purpose of creating 
employment and acquiring a strong foothold in the 
economic sphere. Private enterprise is allowed to de- 
velop only if it does not interfere with armament require- 
ments. 
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Under a dictatorship which dominates the banking 
system, the control of the country’s entire economy 
presents few difficulties. Firms which undertake work 
for the Reich—and they represent a very large percentage 
of the total—receive payment as a rule partly in cash 
and partly in bills which are readily discounted by their 
bankers. There is thus little need for them to raise 
additional money on the market, and it is hardly sur- 
prising in these circumstances that new share issues 
during the period 1933/35 totalled only Rm. 390 millions 
against an average of Rm. 1,000 millions per annum 
prior to 1931. In 1930 the ratio of issues for private to 
those for public purposes was 69 to 31. By 1935, this 
ratio had been reversed. Preliminary figures which are 
available for 1936 suggest that this trend, away from 
private issues towards public ones, became even more 
marked last year. 

Money is always plentiful during the last stages of 
depression. All the Government had to do, therefore, was 
to eliminate competitive demands for capital. The 
possibility that private share issues might regain their 
former popularity when the huge armament orders were 
beginning to create a new era of industrial prosperity 
and when, slowly but surely, confidence in the stability 
of the Reichsmark was fading away, was a risk which did 
not escape the Government’s attention. Rigid price 
control, heavy taxation, the imposition of innumerable 
so-called ‘‘ social” obligations, forced investments in 
experimental activities, were the methods adopted to 
restrict profits. To be on the safe side, legislation was 
passed at the beginning of 1935 with the object of 
preventing dividend payments from rising above 6 per 
cent. 

Mortgage bonds were a more serious problem, and 
to meet this rival the Government took drastic steps. 
An overnight conversion was decreed on January 24, 
1935, Whereby the Mortgage Banks exchanged their 
existing bonds, most of which bore interest at the rate 
of 6 per cent., for new 44 per cent. securities. Although 
officially described as a voluntary transaction, bond- 
holders practically had no choice but to accept it: the 
non-converted bonds were no longer marketable, nor 
could they be used as collateral for loans. Issues 
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amounting to Rm. 8,000 millions were subject to this 
conversion. A month later the same procedure was 
adopted in respect of, roughly, Rm. 2,000 millions of 
loans of the Reich, the States and the municipalities. 
Under Hitler’s Government, new bond issues are not 
permissible unless the financial requirements of the 
Reich have been satisfied. 

The various types of securities dealt in on the German 
Stock Exchanges are thus more or less standardised. 
The quotations of fixed interest bearing securities— 
practically all at the rate of 44 per cent.—range between 
93 and Io1, according to the quality of the debtor and 
their maturity dates. Share quotations naturally show 
wider fluctuations. With the industrial plants employed 
to capacity, money more liquid than ever, and private 
issues cut down to a minimum, the average price level 
of shares has risen by about 55 per cent. since Hitler’s 
Cabinet was formed. The chief gains are shown by 
firms engaged in rearmament, while the yield on bonds 
and loans has declined from about 7? to 5 per cent. 

Perhaps the most striking developments took place 
in the foreign securities market. Here the investors, 
scared lest the value of the Reichsmark might once more 
be undermined by excessive Government borrowing, 
found the one and only refuge in investments which had 
foreign currency at their back. The prices thereof rose 
in consequence to 250 per cent. of their foreign parities, 
or even higher. The Government was annoyed. Dr. 
Schacht issued several warnings, and late in 1936 a heavy 
slump followed. In December last, when the lack of 
raw materials became even more acute, holders of foreign 
securities who, under the foreign exchange regulations 
had been obliged to declare their holdings, were called 
upon to sell their non-German investments to the Reichs- 
bank for 100 per cent. of their foreign market value in 
cash, or 120 per cent. payable in Government securities. 
Here again the surrender is officially styled a voluntary 
one. But who, in Nazi Germany, would dare refuse to 
perform a ‘‘ patriotic deed’”’, even though, as is generally 
suspected, these last reserves of foreign exchange may not 
serve to finance the importation of foodstuff, but find 
their way to General Franco in Spain to finance Hitler’s 
first adventure on foreign soil. 
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Economic Value of German 


Colonies 


ROPAGANDA for the return of Germany’s pre-war 
P Colonial Empire has passed through many phases. 
It was kept mildly active prior to. the Nazi régime 
by the German Colonial League. It became intensified 
when Hitler first assumed power, and markedly so when 
the Nazis by some mystical interpret ation surmounted 
certain awkward passages in “ Mein Kampf” condemn- 
ing all German colonial activity. To-day the shortage of 
foodstuffs and raw materials, and of foreign exchange to 
purchase these from abroad, has given an ever- greater 
prominence to the views of Dr. Schacht and his colleagues, 
who have always urged the economic rather than the 
political value to Germany of her former Colonial Empire. 
In what does this value consist? Presumably as a 
source of raw materials and as a market for manufactured 
goods. It is well known, however, that in the pre-war 
years only one-half of one per cent. of Germany’s total 
trade with all countries was done with her colonies, and 
the proportion of her raw material requirements which 
they supplied was correspondingly small. The following 
table indicates the position :— 
Millions of Marks 


Period Trade with Per cent. of Trade with Per cent. of 
colonies totaltrade foreign countries total trade 
1894-1903 202 0°21 94°461 99°79 
1904-1913 770 0°48 158-570 99°52 


These figures, of course, relate to an era when trade 
restrictions were comparatively few. It may be assumed 
that Germany to-day would monopolise the production 
of her colonial possessions. 

The following table* shows the production in 1934 of 
the main raw materials in ex-German colonies together 
with the total German imports of those articles during 
the same year. It will be remembered, too, that the 
productive capacity of the colonies has been much im- 
proved since the war by the investments of the mandatory 
powers in them. 





° “Quoted i in “ Berliner Tageblatt,” May 2 3, , 1936. 
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GERMAN COLONIES 





Materials German net Total production 
imports, 1934 of ex-colonies, 1934 
(tons) (tons) 
Oil products (Colonial) ae 719,469 98,089 
Fruits of all sorts .. < 585,918 —_ 

Of which bananas ee 96,149 26,429 
Raw coffee .. on “<* 150,741 15,859 
Raw cocoa .. es oo IOI,381 35,928 
Flax of all kinds pi - 115,199 — 

Of which sisal .. 3 37,971 72,510 
Skins .. ~ ae me 157,119 5,608 
Wool and other animal hair 164,762 992 
Cotton is ‘- as 337,412 7,345 
Rubber wis id _ 60,282 2,071 
Phosphate .. oe te 830,535 619,859 
Tanning bark ie e 169,647 2,151 
Tropical timber on es 248,000 54,533 
Cereals 2 ae a 388,328 16,035 
Gold (0z.) og os — 322,608 
Diamonds (carats) .. ws — 258,967 


It will be noted that this list includes little or nothing 
of the six raw materials—coal, iron, oil, cotton, rubber 
and copper—which, according to Dr. Goebbels, are 
essential to a powerful state. It might, however, be 
argued that even the possession of some Io or I5 per cent. 
of the above secondary materials would release foreign 
exchange which could be used for other purposes. 

But such an argument is specious. It ignores the 
fact that colonial produce has to be paid for, if only in 
currency of the metropolitan power. It overlooks the 
fact, too, that, despite much assertion to the contrary, 
colonial products are not cheap. In each year prior to 
1914, the imports of such colonies as South West Africa, 
Tanganyika, or Nauru were heavily in excess of their 
exports. These colonies, in other words, were importing 
capital rapidly. And the actual market price of the raw 
materials which Germany did obtain from her colonies 
represented only a part of the exports which had to be 
sent out in order to ensure that those raw materials 
would be produced. 

Much of this capital, like the capital sunk in most 
colonies in their early stage of development, was lost. 
Nor were these losses the prelude to an era of prosperity 
which the mandatory powers have, as the results of 
German efforts, been able to enjoy. The cost of the 
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Mandates has been considerable, and Germany would 
have been in no position to face that expense. Since the 
war Germany has borrowed rather than lent, while 
Tanganyika, to take a single colony, has been kept going 
only by an investment of well over £25,000,000. Up to 
1913 her Colonial budget deficits cost Germany over a 
thousand million marks, and since the war each Man- 
datory power has continued to subsidise the territories. 

Thus, the indirect cost of the German colonies remains 
heavy despite the fact that these colonies enjoy full 
preferential treatment in the huge markets of the British 
and French Empires—markets of 500 million and 100 mil- 
lion inhabitants, compared with the German market of 
only 70 million. Would the German economic situation 
be improved if she undertook this cost? Or would it 
be rash to state that the transfer of colonies to Germany 
would be followed by an intensive cultivation of them 
for the exclusive supply of German civil and war indus- 
tries, and that all foreign imports of goods and capital 
into those colonies would be prohibited? If this assump- 
tion is correct—as it obviously is—the increase in the 
cost of living in the colonies would indirectly impose a 
further strain on German industry through the heavier 
cost of raw materials. This deterioration of economic 
conditions would not be offset by the minute amount of 
foreign exchange which might be saved for the purchase 
of other goods. 

And there is a further problem, too: whatever right 
Germany may have to the soil of her ex-colonies, she 
cannot claim, without payment, the foreign capital 
invested in those colonies since the war. If she were to 
repay this capital, the cost of the colonies to her would 
be enormously increased. If, on the other hand, foreign 
investments are left untouched, Germany would be 
unable to exercise that monopoly of colonial trade which 
is the kernel of her economic argument. She would 
merely have the expenses of administration and nothing 
more. 

As an outlet for population, the ex-German colonies 
are worthless. The cost of settlement of Europeans in 
tropical and sub-tropical areas is extremely high; and, 
indeed, up to 1914 only 24,000 Germans were ‘livi ing in 
the German colonies, or -o002 per cent. of the number of 
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Germans who immigrated to the United States during the 
period 1886-1927. 

It is hard to resist the conclusion that, from an 
economic point of view, it is not her former colonies that 
Germany requires, but the older and more developed 
possessions of other powers, such as the Dutch East 
Indies or British Malaya. If Germany insists on the 
return of her former colonies they will ultimately be used 
less as economic assets than as military bases for the 
expansion of German influence in neighbouring territories. 


Foreign Trade and Self-Sufficiency 


I—The Trend of Exports and Imports 


HE German foreign trade and raw material problem 
constitutes by far the hardest task which Dr. Schacht 
has had to face since Herr Hitler assumed power. 
Its internal implications are at least as wide as those 
connected with the financing of public works and 
rearmament and the gravity of the foreign trade and raw 
material problem is vastly increased by its external 
repercussions. The scarcity of foreign exchange, and the 
shortage of many foodstuffs and raw materials which is 
increasingly felt by the German consumer, provide a 
basis for the Colonial demands of Dr. Schacht and Herr 
Hitler, and for their assertion that the Four Year Plan 
for raw material self-sufficiency is essential to Germany’s 
well-being. The frequency with which these views have 
been expressed has undoubtedly had some influence on 
foreign opinion, and in view of this, it is important to trace 
the reasons for the shortage of exchange and raw 
materials back to their very origin. 

What caused this remarkable deterioration in Ger- 
many’s foreign trade? The political and Jewish boycott 
organised against the Hitler régime abroad had com- 
paratively little effect on Germany’s exports. The major 
reasons for the decline lay in the economic policy of the 
new Government. 

In 1932, the last pre-Nazi year, Germany’s exports 
were 5,739 million marks, and her imports 4,667 millions. 
There was, thus, an export surplus of 1,072 million marks. 
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During the next year—with National-Socialism in power 

—Germany’s exports fell sharply to 4,871 million marks, 
while her imports dropped to 4,200 millions. The export 
surplus, therefore, was reduced to 671 million marks. In 
1934 exports continued to decline, but imports showed a 
small revival; in that year, Germany’s favourable trade 
balance disappeared and instead there was an import 
surplus of 273 million marks. 

The process of reflation which began immediately Herr 
Hitler became Chancellor, brought an internal trade 
revival with—in its early stages—easy and large profits 
for the German industrialist. Large sections of German 
industry in those circumstances regarded the export trade 
with its restrictions and currency regulations as of 
secondary importance; and this view was strengthened 
by the fact that German prices had started to rise while 
those on the world market continued to fall. The German 
exporter, therefore, was able to compete abroad only at 
a minimum of profit or perhé ips even at aloss. Again, 
as exports declined, numbers of foreign exchange restric- 
tions and regulations were introduced by the German 
Government, and these in their turn acted as a further 
brake on exports. To some extent, therefore, a vicious 
circle had started. 





GERMAN FOREIGN TRADE. 
(in million marks) 


Exports. Imports. Balance. 
FOS ...: aa ror ae 5,739 4,667 + 1,072 
TOF: css “ai — is 4,871 4,200 + 671 
1934 ... ax re sola 4,107 4,440 - 273 
1935 --- iat ie ica 4,270 4,159 1 II 
1936 ... ro - we 4,768 4,218 + 550 


At the same time, significant changes occurred in the 
structure of the German import trade. The one-sided 
revival of the heavy industries, brought about by public 
works and rearmament, caused a vast increase in the 
demand for industrial raw materials, and in order to satisfy 
this demand a strict import control known as the New 
Plan was introduced. Under the New Plan, imports of 
foodstuffs and finished goods were rigorously curtailed, 
and preference was given to raw materials. 

The import restrictions imposed by Dr. Schacht were 
moderately successful—imports declined from 4,440 
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million in 1934 to 4,159 million marks in 1935—and, at the 
same time, serious efforts were made to increase exports. 
The authorities, for instance, gave exporting firms 
preference when granting foreign currency permits for raw 
material imports, while firms with a good exporting record 
were given priority in the distribution of public orders. 

The next step was the subsidisation of exports at the 
expense of Germany’s foreign creditors. Bonds issued 
abroad by Germany were repurchased, and the difference 
between the low market price paid in foreign exchange and 
the nominal reichsmark value was given as a subsidy to 
exporters. Blocked accounts were bought up by the 
Golddiscount Bank at a heavy discount and this discount 
was used for the same purpose while a similar principle 
was adopted for the repurchase of Scrip Certificates which 
had been issued after June, 1933, in part-payment of 
interest on German long-term debts. In the middle of 
1934, however, the issue of scrip was stopped, and the 
other financial sources gradually dried-up. An entirely 
new, and much more effective method of subsidisation 
came into force, therefore, at the end of 1934. 

A compulsory levy of 2 to 5 per cent. on the annual 
industrial turnover was introduced. The money thus 
obtained amounted to 800 million marks during the first 
year the scheme was in operation and 1,000 million marks 
during 1936; and with this fund exporters were, and are 
still compensated for unprofitable business. The export 
subsidisation fund is now, in fact, a permanent institution, 
enabling German exporters to compete abroad at any 
given price level. For German exports as a whole, the 
subsidisation fund makes possible a price reduction of 25 
percent. But as there is no need to subsidise certain 
German exports such as machine tools for which there is 
at present an enormous international demand, or those 
chemical products and medical appliances for which 
Germany enjoys a monopoly, highly competitive exports 
can be subsidised up to 50 and 60 per cent. of their final 
selling price. 

Blocked marks have also been accepted in full as part 
payment for German exports. Recently, however, this 
means of fostering exports has become of secondary 
importance; although German shipyards are still bene- 
fiting from it. 
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Employment of “ Aski’’ marks—a special compen- 
sation mark—has brought remarkable success to Ger- 
many’s export trade with Central and South America. 
Brazil, Venezuela, Peru, Nicaragua, Colombia, Guatemala 
and Ecuador have substantially increased their imports of 
German goods under the “ Aski’”’ mark scheme. 

Clearing and payments agreements have helped 
Germany’s export drive considerably. The original 
purpose of these agreements, of course, was to secure 
financial payments to foreign creditors. But since 1934 
they have been increasingly employed as a means of 
obtaining new foreign credits and of stimulating German 
exports. 

The success thus achieved by Germany through her 
clearing agreements with Poland and the six Balkan 
States has been remarkable. Immediately clearing 
agreements with the Balkan States had been concluded 
Germany systematically increased her imports from 
those countries. 

In many cases she has bought agricultural products on 
clearing account from them, only to sell these products 
against free exchange to Britain. The result, then, of 
these German purchases has been to create large German 
debit balances on clearing account with the countries 
concerned. And to obtain payment for their exports to 
Germany the latter countries have been forced to increase 
by leaps and bounds their purchases from her. That has 
actually happened and it has severely damaged British 
and French trade interests. With Yugoslavia, however, 
Germany has gone rather too far. Every effort made by 
Yugoslavia to reduce her German credit balance through 
an increase in her own imports from Germany has been 
countered immediately by a corresponding expansion in 
German purchases from her. Thus the amount owed on 
clearing account by Germany to Yugoslavia is at present 
no smaller than it was a year ago and as a last resort 
Yugoslavia has been recently holding back certain exports 
to Germany. 

The various methods adopted to encourage exports 
has brought a steady revival of them during the last two 
years. The nadir of exports was reached in 1934 with 
4,167 million marks. In 1935 there was an increase to 
4,270 million marks and a very much bigger increase 
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occurred last year, namely to 4,768 million marks. In 
1935, Moreover, the 1934 adverse balance of trade was 
converted into an export surplus of 111 million marks. 
For 1936 the German export surplus is again quite sub- 
stantial, namely 550 million marks. 

It cannot be denied, therefore, that Germany has 
recovered since 1935 some of the ground formerly lost in 
her foreign trade. Moreover, it seems likely that the 
improvement will continue during the current year. But 
while the export trade has recovered, the means by which 
this revival has been brought about involves heavy 
financial burdens at home and not always reputable 
financial and trade practices abroad. 


Il._—The Raw Material Dilemma 


LTHOUGH Germany’s exports have risen sub- 
A stantially since 1935 and although Germany had an 
export surplus last year of 550 million marks, the 
shortage in Germany of agricultural products and of 
many important raw materials is becoming increasingly 
severe. Food rationing has now been reintroduced, after 
an absence of eighteen years, and the uses of such raw 
materials as wool, cotton, rubber, copper, and tin have 
been considerably restricted in the consumption goods 
industries. 

Side by side with this development, an active official 
press campaign has started, demanding the return of 
colonies to Germany as the only remedy (short of large 
credits) for her present difficulties. The colonial and 
nutrition angle of this problem is dealt with in other 
articles. Here we are concerned only with the validity of 
the German claim that she suffers from an absolute 
shortage of raw materials—a claim which on the surface 
seems to be justified by facts. 

A careful survey of the German raw material position, 
however, shows that the claim is false. There is no 
absolute shortage of raw materials in Germany to-day. The 
table (page 164) demonstrates this quite clearly. The total 
available supplies of raw materials, i.e. net imports plus 
domestic production, were actually higher in 1935 than in 
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1929, the last year of prosperity in Germany. Germany’s 
textile raw material supplies, for instance, were 43,000 
tons larger in 1935 than in 1929. Her supply of mineral 
oils (excluding the large synthetic home production !) rose 
from 2:5 million tons in 1929 to 3-9 million tons in 1935. 
Net imports of rubber increased from 49,000 tons to 
72,000 tons. And finally there was a small expansion in 
the supply of non-ferrous metals. When the full 1936 
figures are available, it will be seen that the excess of raw 
material supplies over the 1929 level increased still 
further during the past year. On the other hand the 
index of German industrial production for 1935 and 1936 
was still slightly below that of 1929. 
GERMAN Raw MATERIAL SUPPLIES. 
(in 1,000 tons) 






































1929 1935 
| | 
Commodity 4 | Home | : | Home ; 
. ’ | Net | Produc- | Total Net | Produc- | Total 
Imports | tion | Supply | a sete tion | Supplies 
| 
Wool .. | 161 15 176 149 17 106 
Cotton 358 — | 358 349 — 349 
Flax, Hemp, | 
Jute | 238 12 243 242 | 14 256 
Silk 3 — 3 io | — | 10 
Rayon I 26 | tj 44 45 
Staple fibre j—_ — —_ 8 16 24 
Total textile raw | 

materials 754 | 53 80 759 gt | 850 
Mineral oils 2,429 103 | 2,532 3,478 | 430 | 3,908 
Iron ore | 10,537 0,373 | 23,210 14,043 6,045 | 20,088 
Rubber 9); — | 49 | 72 — | 72 

|(Smelter) |(Smelter)| 
Aluminium 4 | 33 «| 37 13 7 | 84 
Copper 163 5 217 152 56 208 
Lead I14 98 | 212 46 | 127 | 173 
Zinc 96 | 102 | 1098 79 12 4 | 203 
Tin 12 4 | 16 II 7 18 
| 








Germany is suffering from an acute shortage of raw 





materials, therefore, despite the fact that her available 
supplies are larger than in 1929 and that the level of 
industrial production in 1935-36 was approximately the 
the same as in that year. What is the explanation of this? 

In 1929, industrial production was evenly balanced 
between the capital and consumption goods industries, 
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and there was no mention, even, of araw material scarcity. 
In 1935 and 1936, however, the acute shortage of raw 
materials was caused by the intense activity of the 
German armament industry, which drained all the 
available supplies. 

The production of armaments in Germany means the ° 
production of goods for which far more imported raw 
materials are needed than for the production of goods for 
civil consumption. The increased activity of the German 
armament industry under National Socialism has thus 
brought in its train a diversion of raw materials from 
civilian to military industries. And, as the purchasing 
power of the German population during the last two years 
was still substantially below that of 1929, this diversion 
has had to assume truly vast proportions to bring about 
the present scarcity of raw materials for the consumption 
goods industries. 

The political importance of these facts cannot be 
over-stressed. Germany is not suffering from an absolute 
shortage of raw materials to-day. But her re-armament 
has produced a relative shortage of raw materials for the 
consumption goods industry. 

As the evil has been caused by her own actions, the 
remedy lies solely in Germany’s hands. If Germany were 
to limit her armament expenditure to a level, say, 
corresponding with that of Britain and France, there would 
be no German raw material problem. At present—as we: 
show elsewhere—Germany is spending at the rate of just 
over {1,000,000,000 per annum on armaments. A 
reduction of this expenditure by one-half would still leave 
Germany with a formidable military budget. But it 
would bring to an end all her raw material and food 
difficulties. 








lil._—The Drive for Autarchy 


NSTEAD of remedying existing raw material difficulties 
] by restricting its reaarmament programme, the German 

Government has decided to go the opposite way. It 
is seeking relief in a self-sufficiency policy which must 
bring a further economic and financial isolation of 
Germany from the rest of the world. The Four Years 
Plan for raw material self-sufficiency, announced at the 
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Nuremberg Congress, 1936, is destined to give a new 
momentum to the autarchy drive, and its declared object 
is to render Germany independent from foreign supplies 
of textiles and oil. Concurrently it is to reduce to a 
minimum Germany’s dependence upon imports of base 
metals, iron ore and rubber. The task of this far-reaching 
scheme, of course, is not limited to solving an immediate 
dilemma—its ultimate aim is to render Germany econ- 
omically secure against a blockade in war time. 

The task, even though it involves only a partial self- 
sufficiency, is immense. Apart from coal, Germany 
possesses no mineral or vegetable resources from which 
her entire consumption of essential raw materials could 
be met. As for textiles, neither wool, cotton nor other 
natural fibres can be derived in mentionable quantities 
from domestic sources. The leather industry is dependent 
on foreign hides and skins for about 60 per cent. of its 
requirements, while the domestic production of wood has 
to be supplemented by substantial imports. 

Metal ores, apart from those of zinc, are obtainable 
only in limited quantities from German mines. The iron 
and steel industry, too, relies to an overwhelming extent 
on foreign iron ore mines. The rubber industry has no 
domestic raw material basis whatsoever. And finally, 
Germany’s mineral oil output, although it has been 
almost doubled since 1933 scarcely meets Io per cent. of 
the total oil and oil derivates consumption. 

There are numerous methods by which the German 
Government is trying to solve the problem of greater inde- 
pendence from foreign raw material supplies. They vary 
from the subsidisation of unprofitable mines to the large- 
scale production of synthetic substitutes, regardless of cost 

—and often of quality. Old material is reclaimed 
W wherev er possible and manufacturing processes are being 
carefully rationalised so that raw materials can be 
conserved. Again, efforts are made to save foreign 
exchange by importing primary products in their first 
stage, e.g. the import of bauxite instead of crude 
aluminium. In addition, the Government has curtailed the 
consumption of raw materials by exercising a strict control 
over capital expenditure in industry, by its controlled 
pure policy and by a restriction of consumption for all 
non-essential purposes. 
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Under the Four Year Plan every energy is to be 
concentrated upon the large-scale production of sub- 
stitutes : staple fibre, rayon, aluminium, synthetic oil and 
synthetic rubber. 

"The chances of achieving self-sufficiency are largest for 

oil. For the only problem involved in the production of 
synthetic oil is financial: the capital outlay for the 
creation of the industry and the somewhat higher cost of 
the product as compared with mineral oil. The quality of 
synthetic oil does not differ appreciably from that of 
mineral oil. The German Government, therefore, is 
pressing forward with that part of its self-sufficiency policy 
with particular energy. The capital outlay for the 
construction of the coal and lignite hydrogenation plant 
has so far been borne in the main by the coal and 
lignite industry. It is clear, however, that sooner or later 
the Government itself will have to meet a larger share 
of the expenditure involved. 

The success so far achieved in the production of 
synthetic oil and oil derivates is particularly remarkable 
for light motor fuel, of which 60 per cent. of the total 
consumption in 1936 was home-produced. For other oils 
the development of home-production has not been so 
outstanding. But if the number of hydrogenation plants 
in the process of construction are considered, it can reason- 
ably be expected that, at the end of the Four Year Plan, 
Germany will be dependent on foreign oil supplies only to ° 
the extent of 15 to 20 per cent. of her then certainly higher 
consumption. 

A more difficult problem arises in the German 
endeavour to become autark in textiles. Given the neces- 
sary capital outlay, there are no technical difficulties in 
producing sufficient quantities of rayon and staple fibre 
to replace the entire consumption of cotton and wool in 
Germany. But this would involve such a serious 
deterioration in the quality of textiles supplied to the 
population, that the realisation of complete self-sufficiency 
is likely to be left for war-time emergency. German 
textile experts, however, assert that an average mixture of 
70 per cent. rayon and staple fibre with 30 per cent. cotton 
and wool is a practical proposition. Accordingly the 
immediate object of the Four Year Plan as far as textiles 
are concerned is to bring about this 70 per cent. degree of 
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independence. Its secondary object is to provide for the 
plant necessary to guarantee a I00 per cent. war time 
self-sufficiency. 

A more difficult problem is presented by the German 
endeavour to replace the use of certain non-ferrous 
metals such as copper and tin through an increase in the 
use of aluminium. While this substitution has been 
successfully carried through for goods of such secondary 
importance as household goods, etc., it has not been 
possible to replace copper r and tin by aluminium for the 
more important industrial products. Nevertheless the 
consumption of aluminium in Germany is rising rapidly. 
It is now nearly 150,000 tons per annum, against 34,300 
tons in 1933. Owing to the feverish activity of the arma- 
ment industry, however, the consumption of non-ferrous 
metals, other than aluminium, has shown no signs of 
decline. 

Much attention has been paid abroad to the claim 
that Germany’s chemical industry has developed a 
synthetic rubber, “‘ Bunan,’”’ which excels natural rubber 
in quality. Herr Hitler, in a spe ech last spring, declared 
that the mass production of “ Bunan” would enable 
Germany to carry out her motorisation policy while 
her dependence on natural rubber imports would be 
reduced. Asimilar statement was made six months later 
when the Four Year Plan was announced. 

Despite these sige tes statements, it is highly 
doubtful whether the German Governme nt will really 
take the plunge and start the mass production of syn- 
thetic rubber. The costs of the synthetic product are 
very much higher than those of plantation rubber. 
Moreover, synthetic rubber cannot be regenerated, nor 
does it offer much resistance to mechanical wear and tear. 
The German promise of self-sufficiency in four years in 
rubber must therefore be regarded with considerable 
reserve. 

It can be said, however, that the German policy of 
self-sufficiency is meeting with considerable success—at 
least as far as the technical side of it is concerned. As to 
its economic value only one judgment can be given—that 
it is by far the most regrettable outcome of National 
Socialist economic policy we have yet witnessed. Once 
Germany has been caught in the net of autarchy, she wil] 
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remain so foralong time tocome. The capital expenditure 
involved in the creation of the new industries is so enor- 
mous that this fact alone will tend to maintain Germany 
in her artificial isolation. Again, it is German industry 
and the German consumer who have to bear the burden of 
this experiment born out of military considerations. 


The Cost of a Totalitarian State 


T is undoubtedly true that Germany’s economic ills 
| are, for the most part, the result of rearmament. But 

it is equally true also that these ills have been 
accentuated by an extravagance in public expenditure 
unequalled almost in any other country. The German 
totalitarian state is not more efficient than a democratic 
one. It represents, indeed, a dualism in public adminis- 
tration which is both inefficient and costly. 

In its original form, the Nazi revolution embraced a 

complete change in the administrative machinery 
everything from the State downwards was to disappear 
leaving nothing but the Party and its satellite organisa- 
tions. No allowance had been made in these dreams, 
however, either for the inexperience of the Party officials 
or for the resisting power of a system which had functioned 
quite well for more than a century. In consequence, the 
“ Gleichschaltung ”’ (Nazification) did not proceed to its 
destined end. It was at its peak during the four months 
March—July 1933. But since then it has continued only 
spasmodically. And in general the Nazi organisation 
has grown up alongside and has not replaced the old 
State institutions. The Parliaments even still remain 
although purged of all functions except listening to an 
occasional speech and singing a few Nazi songs. For this, 
each member of the Reichstag receives Rm. 720 per month 
and each member of the Prussian parliament Rm. I,000 
per month. Both parliaments may be ranked among the 
highest paid male choirs in the world. 

In some directions, of course, “‘ Gleichschaltung ”’ was 
not arrested by the lack of experience. The Nazi revolu- 
tion in the press, sport, amusement and culture is now 
complete. The old organisations have been disbanded and 
replaced by the new models—only the Church has offered 
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any resistance—and there is now no check on Party 
expenditure or on interference with private life. In 
industry, Jews and opponents of the new régime were 
dismissed and replaced by Nazi supporters. The number 
of posts which changed hands for this cause may be placed 
between 1-2 and 1-5 millions. The cost of all this cannot 
be estimated, but it was certainly not small. Some 
dismissals involved compensation and some considerable 
loss to employers. The compulsory employment in 
industry of Nazi supporters was (and is) regarded as 
important, however; for the officers of the S.S. and S.A. 
must naturally have as much free time, with pay, as they 
require to fulfil their official duties. 

The strength of the S.A. was stated at the last 
Nuremberg Congress to be 1,000,000, which corresponds 
to an officer and administrative cadre of approximately 
80,000. Before 1933, the other quasi-military associations 
which existed at that time, cost annually 200 and 300 
marks per head for administrative and equipment 
costs excluding arms. The S.A. was no less costly than 
this and it has certainly not become so since 1933. A 
million men in “ formation ”’ requires, therefore, Rm. 300 
million per annum. In other words the S.A. has cost 
Rm.1,200 million since the Nazis acquired power. 
Moreover, special divisions of the S.A. and S.S., involving 
25 to 30 thousand men, have been established on a 
professional basis during the past four years. If we 
assume that these divisions do not cost less in upkeep than 
Reichswehr divisions-—and they certainly do not—the 
expenditure on them may be estimated at Rm. 140 
million per annum. 

The Secret Police (Gestapo) has a permanent strength 
of 25,000 plus clerical staff while the Labour Front 
employs between 50 to 55 thousand Nazi officials, many 
times more than the old Trade Unions. According to the 
Reichsarbeitskammer, itself, all German workers must set 
aside 5-9 per cent. of their wages for contributions and 
‘“ voluntary ”’ collections which gives a sum amounting to 
Rm.1,800 million per annum. There is no control 
whatever over the expenditure of this money, and what 
becomes of it is one of the greatest mysteries of present- 
day Germany. 

“Winter Help’’ was provided prior to the Nazi 
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régime, and a report of the Reich Food Minister to the 
Reichstag on the Winter Help of 1931 can be taken as a 
basis for comparison with the Nazi Winter Help of 1933. 


Reich Winter Help, Nazi Winter Help, 


1931. 1933. 
Potatoes as ae .. Io-11r mill. cwts. 15 mill cwts. 
Bread .. 55 wn .. 167 mill. loaves. 12 mill. loaves. 
Meat .. ap i .. 540,000 cwts. .. 98,000 cwts. 
Coal .. fi re .. 46 mill. cwts. 52 mill. cwts. 


The Reich Winter Help was, however, only a part of 
the whole. The main burden was borne by the States 
and Communes, and by private associations. The Nazis 
have created a separate organisation, employing more 
than 4,000 officials. The above comparison shows that 
this new Nazi organisation has not provided in Winter 
Help more than the former contribution made by the 
Reich alone. Under the Nazi system the contributions 
of the States and Communes and private organisations 
have ceased, and a huge apparatus has been "created to 
carry out a service formerly provided as a “side line”’ by 
private and public bodies. 

Even the institution of Labour Service has not been 
made more efficient under Nazi control. Before 1933, 
the Labour Service was a promising experiment in the 
care and training of young unemployed, and was “ tried 
out’ by the latter on a voluntary basis (in 1932 there 
were some 130,000 of them in Labour Camps) with 
considerable enthusiasm. The Nazis have turned it 
simply into a form of pre-military training, by means of 
which the period of military service is divided into two 
parts: six months’ Labour Service and two years in 
barracks. The costs of the Labour Service can be 
estimated, on the basis of a costing-scheme drawn up by 
Reichskommissar Hierl, at about 250 million marks per 
annum, for food, accommodation, pocket-money allow- 
ance and uniforms alone, to which must be added the 
actual costs of working. In 1932, the cost of reclaiming 
waste land by means of “ Labour Service ’’ amounted to 
539 marks per hectare, whereas in 1935 the figure had 
risen to 700 marks per hectare. (Report by E. C. 
Donaldson Rawlins, Commercial Counsellor in Berlin.) 

An organisation so vast as that of the Nazi Party has 
naturally certain ceremonial functions. In addition to the 
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‘““ Brown Houses ”’ of the Party bureaucracy, there are the 
grounds and buildings at Nuremberg, used solely for the 
annual Party Congress. No other State in the world can 
boast any thing similar. Two enormous hotels, eight 
storeys high, receive the “ guests of the Leader.” A 
newly -built road, go metres wide, leads from the town to 
the Party estate some miles away. Here there are two 
railway stations (larger than the town station of 
Nuremberg) and a_ goods-depot, special water and 
electricity works, and a system of drainage adequate for 
a town with 300 000-400, 000 inhabitants. The tribune, 
from which the Nazi leaders watch the parades, accommo- 
dates 70,000 persons. A Party Palace is in course of 
construction which will contain a hall with 2,000 seats, 
another with 5,000 seats and a third with 60,000 seats, 
plus a stage accommodating 5,000 persons. All this, 
including the two hotels, is used once a year, for one week 
only, and remains for the rest of the time closed. 

The above examples are illustrative but not exhaustive. 
The ‘“ Leader-State ” with two (or even three) sovereign 
authorities, is assuredly a far more costly form of govern- 
ment than the most extravagant democracy, even if we 
exclude the corruption which is the inevitable outcome of 
the disappearance of Parliamentary control and the free 
expression of public ee. 


Dr. Schacke oni the ‘Reictatek 


EVER before has an economic dictator assumed such 
N an international importance as Dr. Schacht—for 

never before has the whole of a country’s economic 
policy been so directed, as it is in Germany to-day, 
towards the preparation for war. Dr. Schacht has been 
responsible for most of the economic policy of the Third 
Reich; and it is he who, by his expert knowledge, has 
enabled Hitler to carry out his re-armament ‘policy, 
and who has managed at the same time to fleece Ger many $s 
foreig mn creditors with a maximum of efficiency. Indeed, 
he is second only to Hitler in the limelight of interest 
with which events in Germany are followed abroad. 
Towards the proper understanding of these events the 
study of Dr. Schacht’s career is, therefore, an essential 
requisite. 





THE REICHSBANK 173 
President of the Reichsbank and Acting Minister 
for Economic Affairs is the position in which Dr. Schacht 
finds himself at the age of 60. Starting in 1903 from a 
comparatively modest post in the Dresdner Bank, he 
quickly rose to a more influential position, and in 1908 
he became one of the Deputy Managers of that bank. 
About a year after the outbreak of the Great War, the 
German Government claimed his services for the Banking 
Department of the General Government in Belgium. Later 
he became a Director of the National Bank fiir Deutschland. 
There was nothing extraordinary in Dr. Schacht’s 
career before 1918. It was the career of a man who had 
great energy and an alert, well-trained mind, and who 
ad every opportunity of improving his status within 
normal limits. But driven by a genuine patriotism and 
an overwhelming ambition he soon sought a wider scope 
for his activities than that provided by private banking. 
The story of his ascent in fact dates from his entry into 
politics; it is a story full of dramatic events, with one 
decisive turning point which mercilessly reveals where 
Schacht, the man, failed in order to pave the way for 
Schacht, the politician. 

Dr. Schacht does not like to be reminded of the fact 
that in 1919 he was one of the founders of the German 
Democratic Party, the left wing of the non-socialistic 
parties of the National Assembly and the new German 
Reichstag. Yet he was; and he devoted all his energy 
and skill for the Party’s success. In doing so he obtained 
the support of political friends amongst the Socialist- 
Democratic coalition parties, who were in a position to 
help his career. His reward came with the death of Dr. 
Havenstein, President of the Reichsbank,and on December 
22, 1923, Dr. Schacht was called upon to take his place. 

Under Dr. Schacht’s supervision the old German 
mark, ruined by the inflation, was practically abandoned, 
and the German Renten-Mark was introduced. In order 
to obtain the credits from abroad which were so urgently 
needed to prevent the collapse of the whole economy, he 
founded the German Golddiskontbank, which kept its 
accounts in sterling. The stabilisation of the mark 
required a man who was not likely to be swept away by 
sentiment or party intrigues, and for this task Dr. Schacht 
was, In some ways, ideal. 
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Once Dr. Schacht, and the new currency, were firmly 
established, a new bank law was passed in the drafting 
of which he had taken part. It made the management 
of the Reichsbank practically free from any Government 
interference, although the scope of the Bank’s activities 
were clearly defined. Somewhat reluctantly, Dr. Schacht 
bore with these restrictions, but he kept the Golddiskont- 
bank, which he controlled and which enabled him to 
exercise any influence he wished on the money market 
and Stock Exchange. The maintenance of the new gold 
parity was not a difficult task when the German Budget 
had been balanced, although quite frequently it was 
achieved by wrong methods. In general, it may be said 
that both Dr. Schacht and his successor were reluctant 
to rely on the normal mechanism of banking policy. 
Adjustment of discount rates was sometimes rightly, 
sometimes wrongly, considered as too weak an instrument, 
and the more rigorous method of rationing credits was 
adopted. Dr. Schacht again often assumed respon- 
sibilities outside his province. When he considered that 
security prices had risen beyond their intrinsic value, 
he curtailed the discount credits of firms which, he 
considered, used such credits to finance speculative activi- 
ties. The result wasa sudden and severe drop in securities 
which a number of banking firms were unable to survive. 

This was not the only instance of Dr. Schacht’s un- 
desired interference. For several years he conducted a 
severe struggle against those German municipalities 
which ac quired credits from abroad in order to finance 
the erection of hospitals, schools, playgrounds or swim- 
ming pools. A special Council was est iblished to sanction 
every bond issue made abroad by public borrowers. For 
a number of years permission was withheld in most 
cases. But no control whatever was imposed on private 
industry, and even more serious than this, the munici- 
palities were left free to contract short-term debts which 
they did on an increasing scale. Dr. Schacht, by his 
actions, thus aggravated a crisis he worked to prevent. 

Dr. Schacht has never been a friend with anybody 
for any length of time, and as far as he was concerned the 
coalition of his party with the Socialists was never any- 
thing but a “ mariage de convenance.” In fact, the 
more he came into contact with the Socialists, who in 
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those days held the majority in most of the German 
towns, the less he liked them, and his fight against their 
financial policy was prompted more by animosity than 
by economic conviction. Dr. Schacht successfully pre- 
vented a short-term credit which the Finance Minister 
had practically arranged for the Reich with American 
banks at the end of 1929. The Government’s cash re- 
quirements were then met by a German banking syndicate 
with Dr. Schacht dictating the terms. The relationship 
between himself and the Government reached such a 
pitch of animosity that successful co-operation was no 
longer possible. If in 1923 it was necessary to guard 
the Reichsbank against Government interference, by 
1930 the reverse was the truth. 

The struggle between Dr. Schacht and the Government 
rapidly came to a head. It will be remembered that the 
Young Plan was originally drafted in the spring of 1929 
in Paris by a committee of independent financial experts 
appointed by the various Governments concerned, and 
that Dr. Schacht was the leader of the German Delega- 
tion. Throughout the negotiations he gave the Govern- 
ment only the barest details of their progress. When it 

came to the actual drafting of the report, however, 

Dr. Schacht, unable to obtain satisfactory terms, tried to 
avoid all responsibility. |The day before the experts’ 
report was finally signed he despatched endless telegrams 
to the Wilhelmstrasse asking for the Government’s 
advice. The latter, in its turn, however, maintained the 
fiction that the work done in Paris was merely a report 
of experts and not a political document. Dr. Schacht 
never forgave this. The negotiations lasted until the 
beginning of 1930, and when it became evident that the 
German Government could obtain no further reductions 
beyond those conceded to Dr. Schacht, he addressed an 
open letter to the Government disclaiming all respon- 
sibility for the new plan. He did not even observe the 
usual courtesies, but published the letter before it was in 
the hands of the addressees. This naturally meant an 
open breach. Dr. Schacht resigned in March 1930, and 
Dr. Luther was appointed President of the Reichsbank. 

Dr. Schacht’s change of attitude towards the Young 
Plan was caused by the lack of popularity with which 
this solution of the Reparation problem was received in 
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Germany. Foreseeing the breakdown of the Weimar 
Republic he could no longer be tied to a forlorn cause. 

When the Nazis finally gained power they had no 
legal means to force Dr. Luther from office. Hitler, 
however, made it quite clear that co-operation between 
the new German Government and the old President of 
the Reichsbank would be impossible. Realising this, 
Dr. Luther tendered his resignation and on the following 
day Dr. Schacht was once more in office. 

The National-Socialists were ill-prepared for the 
power they had achieved. They had the sweeping élan 
of revolutionaries, but no experts. That is why they 
yielded to President Hindenburg’s demands and formed 
a coalition with the Conservatives, from whom they 
borrowed their Vice-Chancellor, Foreign Minister, Minister 
of Economy, Finance Minister, and Minister of Justice. 
Dr. Schacht’s re-election to the Presidentship was not 
the end of his success. Hugenberg, the Minister of 
Economy, was allowed to make a fool of himself in London 
during the World Economic Conference and he was then 
dismissed. His successor, Dr. Schmidt, ruined his health 
in a vain attempt to combine the economic demands oi 
the Nazi party with his economic convictions. He went, 
too; and finally, Dr. Schacht was appointed Acting 
Minister for Economic affairs. In normal circumstances 
this would have given him all the power necessary to 
satisfy his ambition. But there is no doubt that, from 
the key position for which Dr. Schacht had always 
striven, he had hoped to exercise his power for aims 
entirely different from those proclaimed by the heralds 
of self-sufficiency. Actually he is free to choose his own 
methods to carry out the policy of the Nazi Government ; 
in minor details he may even succeed occasionally in 
making reason gain the better of emotions. But the 
Nazis would never listen to the voice of common sense 
where their ultimate aims are concerned. 

Dr. Schacht was given a free hand in dealing with 
foreign indebtedness, because here his views and those 
of the Nazis coincide. Otherwise he has had to follow 
the narrow path of Nazi policy determined by rearma- 
ment. The position into which the new Reichsbank and 
the new Reichsmark have been manceuvred by four 
years’ Nazi rule, on the other hand, can hardly be gratify- 
ing to Dr. Schacht. He had promised to replenish the 
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gold reserves of the Reichsbank; they have dwindled 
from little to practically nothing, and there are heavy 

bills for imported raw material still to be paid. He had 
hoped to create a Goldmark ; to-day Germany’s currency 
system offers a tragic- comical variety of Free Marks, 
Blocked Marks, Security Marks, E migrants Marks, Aski 
Marks, Clearing Marks and hesieacs Marks—a maze 
from which no one will ultimately find his way. Dr. 
Schacht had objected to the quality of the cover for 
Bank Notes in 1932; since then normal trade bills have 

become even scarcer, and private banks hold them until 
maturity. In the Reichsbank itself the various types of 
bills which the Reich has issued to finance rearmament 
steadily accumulate. 

It is difficult to ascertain the real value of the Reichs- 
mark. It is probably somewhere between the foreign 
quotations for Blocked Marks and Free Marks, near, say, 
the price for Register Marks. Within Germany, however, 

the process of inflation is still partly concealed by enforced 
price regulations for commodities and rents, and by a 
deterioration in quality of the goods offered on the market. 
This, however, cannot continue indefinitely. Hence the 
cry for colonies with which Dr. Schacht almost exploded 
the Paris Conference in 1929, and with which he and other 
nembers of the Nazi movement charge the air to-day. 
Actually, it is of little importance whether the artificially 
maintained official quotations for foreign exchanges 
remain in force or whether the currency is devalued. 
There is no likelihood that free capital movements to 
and from Germany will be restored, unless the predomin- 
ance of economic principles over political aims be re- 
established. 

Although Dr. Schacht has done his best to satisfy 
his new master, and although he has shown considerable 
ingenuity in the methods he has adopted to finance 
rearmament, he is not liked (or trusted) by the majority 
of the Nazi Party. The battle between the adherents of 
private enterprise and an all-round planned economy 
has still to be fought. If the latter eventually win 
Dr. Schacht, for once, will have failed to back the winner. 
But he may, on the other hand, remain a shadow dictator 
who, like so many other of his countrymen, fell a victim 
to the fatal error of assuming that the Nazis could be 
dismissed from office as easily as they were called in. 
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The British Bank Balance Sheets 


HE British banking accounts for December 31st, 
1936, confirm the impression previously given by 
the trend of the monthly averages. The year 1936 
was a year of banking expansion—in cash, deposits, 
advances and profits. As far as profits were concerned, 
the banks have benefited from the year’s experience in 
three important respects. First, 1936 was a year of active 
trade and rising commodity prices, and thus the banks 
must have incurred comparatively few bad debts. Next, 
the expansion in bank cash and deposits brought with it a 
proportionate expansion in earning assets. Finally, there 
was the year’s growth in advances which are the most 
remunerative of the banks’ earning assets. Therefore, 
while money rates remained low, the banks were able to 
add to their earnings. 
The increase in net profits, and the various appropri- 
ations made by the banks, are illustrated in the following 
table :— 


ENGLISH BANKING PROFITS AND APPROPRIATION 
(00's omitted) 





Other 




















| 

| to. 

Net Profits Dividends prs Appropria- 

| tions 

| ee 

| 1935 | 1936 | 1935 | 1936 | 1935 | 1936 | 1935 | 1936 
— on ; — } Z 7 

cb ae i sl f £ £ £ £ 

Barclays .. -» | 1,784 | 1,894 | 1,614 | 1,588 | Nil Nil 170 | 306 
Lloyds be ~. | 1,642 |1,744 | 1,392 |1,370 | 250 250 | Nil 124 
Midland .. . | 2,353 |2,408 | 1,767 | 1,738 | 250 | 300 | 337t| 430 
National Province ial 1,665 |1,770 | 1,422 | 1,422 | Nil Nil 243 | 348 
Westminster .- | 1,403 | 1,732 | 1,204 | 1,185 Nil Nil 199t| 547 
Martins wie «« | Gog 770 582! 582] Nil | Nil | 11 188 
District ‘ i 420 | 490] 319 362 Nil | Nil IOI 128 
The Nation il .. | 220] 222] 180 180 20 Nil 20 42 
Williams Deacon’s | 278 2904 | 234 234 Nil | Nil | 44 60 








* Includes any change in undistributed profits. 
+ Includes centenary bonus to shareholders and staff. 
+ Includes centenary bonus to shareholders. The staff bonus was provided 


+ 


for before striking the net profits. 
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In interpreting the results of the Midland and 
Westminster Banks, due allowance must be made for the 
centenary bonuses to staff and shareholders paid by these 
banks in 1935. In particular the Westminster Bank paid 
its staff bonus before striking its net profits for that year, 
and this explains much of the big apparent increase shown 
by the 1936 profits. Appropriations this year are on the 
whole normal. The banks have not increased these 
dividends but have retained in hand the whole of their 
additional profits. 

The next table gives the chief liabilities of the banks. 
Acceptances, etc., only show minor changes from the 
previous year. The increase in deposits arises mainly from 
the year’s expansion in cash, but partly from a tendency 
by the banks to reduce their cash ratios to a little nearer 
the traditional minimum of Io per cent. 


ENGLISH BANKING LIABILITIES 



































Capital and Deposits, Acceptances, 
Reserves etc. etc. 

—_ 
1935 | 1936 | 1935 | 1936 | 1935 | 1936 
fmn. | {mn. |} {mn. | {mn. | {mn. | {mn. 
Barclays fs .. | 26°r | 26-1 | 406°8 | 429°5 7:9 | 9:3 
Lloyds .. aia -. | 24°3 | 24°8 | 401-6 | 407°3 | 31°7 | 33°0 
Midland i -» | 25°7 | 25°7 | 443°4. | 460-4 | 17°7 | 16°6 
National Provincial .. | 17°5 | 17°5 | 303°4 | 32179 | 8:5 | 84 
Westminster .. | 18:6 | 18-6 | 323°8 | 369-0 | 22°5 | 20-6 
Coutts os is 201 2:0 | 22-8 | 23°9 | O°8 | OF5 
Glyn, Mills -. | I-g*] I-g*| 38°2] 41-0 rs | 32 
Martins ws -»1 7°31 7°51 87°8 | O45 | 5°7] 7°9 
District R 6-0 | 6:0 | 73:4] 78:7 | 6:2] 7:3 
The National .. si 2°6| 2:6] 37°2] 38:1] o-r|] 073 
Williams Deacon’s ~ 2°7 | 2:7] 35°60] 37°8 | 2-0 I°4 

| 

\ 





* Includes £260,000 reduction of bank premises accounts. 


The third table includes cash, balances with other 
banks and cheques in course of collection, and call and 
short loans. The second item is partly a measurement of 
the velocity at which money is circulating, and so the 
year’s increase is indicative of more active spending. The 
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increase in cash, which is fundamental to the whole 
banking expansion, is of course a matter beyond the 
joint-stock banks’ control. Suffice it to say that the 
authorities are determined to maintain cheap and plentiful 
money, and that the large gold reserves now held by us 
permit them to do so even in the face of expanding trade 
and rising prices. How long they will be justified in doing 
so is a matter of broad economic policy with which the 
banks are not directly concerned. 


ENGLISH BANKERS’ CASH 4 AND CALL MONEY 





|Cash in hand | Cheques | Moneyat Call 
{and at Bank | and | and Short 


—_—— ' of England | Balances | Notice 


| 


1935 | 1936 | 1935 | 1936 


| | 
a 6 | 
| 1935 | Ig30 





| £mn. | £mn. | {mn. | {mn. | {mn. | {mn. 





Barclays .. és -+ | 52°0 | 51°9 | 13°3 | 14°7 | 25°6 | 26°3 
Lloyds .. iss ++ | 42°3 | 45°2 | 15°7 | 16-9 | 331 | 37°8 
Midland a .. | 48°7 | 52°9 | 17°6 | 22-1 | 26-7 | 28-7 
National Provincial .. | 32°4 | 34°3 9°6 | 10°5 | 25°6 | 29°4 
Vestminster bs ~« | 40° | 4¥°E | BE-O | Teer | 16-5 | 45-0 
Coutts... sh -. | 2:2] 2°4] 0-8] o-8 | 2°8 } I°7 
Glyn, Mills af er 6-0 S-*9 | 2°2 | 3°2 | 87 | 14-2 
Martins ao 9°8 9°9 | 3°4 3°8 | 4:9 5°5 
District .. es <. oe 8-1 ro 2°9 | 4°7 | 8:3 
The National y -6 1°§ = 1 * | Ba *2 
Williams Deacon's pe 4°1 | 2-1 | 241 7°3 | 3-6 


* Not shown separately. 


The next table contains the chief earning assets of the 
banks. Discounts are on the whole higher than a year 
ago, and here it must be noticed that the Exchange 
Equalisation Account’s heavy gold purchases from France 
have necessitated an increase in tender issues of Treasury 
bills. The actual increase was about £40 millions, these 
being in addition to the Bank’s gold purchases from the 
Exchange Account during the year. Advances are at last 
responding to the trade reviv al and rise in commodity 
prices, and the 1936 increase was easily the greatest for 
any single year since the end of the depression. It was in 
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fact so marked as to force the banks to restrain their 
purchases of securities, for investments only increased 
during 1936 to a comparatively small extent. 

§ 195 b 


ENGLISH BANKS’ CHIEF EARNING ASSETS 














/ 
| Discounts Investments | Advances 
L | a: Cae Aa 
— | : | 
| 1935 | 1936 | 1935 | 1936 | 1935 | 1936 
} | | 
} } | | 
i lata Sea bait a | a ate ma ae ‘ i —- 
| fmn. | {mn.| {mn. | {mn. | {mn. | f{mn. 
Barclays... -+ | 00°7 | 59°2 | I06-I | 109-4 | 160-5 | 179°6 
Lloyds oi -. | 63°4 | 45°21 | 107-0 | 116-1 | 141-3 | 149°3 
Midland -- ++ | 69°3 | 74°4 | III*5 | 127°9 | 177-0 | 189°3 
National Provincial | 40°0 | 44°2| 90°7 | 88-3 | 112-1 | I22-1 
Westminster «- | 43°9 | 44°7 | 105-2 | rxrxr-r | rr4-8 | 125°3 
Coutts a ee Me Zi Ss 8-g | 85 | 10-4 
Glyn, Mills - | O75 | O°7| IE*Q| Io-4 | Io-0 | 7-4 
Martins = ss | Ges 3°5| 34°9 33°0 29°5,| 41°3 
District - .. | 8-r] 65] 29°4| 29:4] 25:0] 2774 
The National of, Eee I°5 | 15°9 15°4 15°2 | 15°6 
Williams Deacon’s.. Ba) 2:5 | OFF F291 8 | 12-0 
| | 
| | | | 








This again raises a question of general financial policy. 
With a rearmament loan possibly in the offing, it would 
be undesirable for the banks to find themselves in a 
position where they would have to realise securities in 
order to meet the growing demand for loans. Yet unless 
the expansion in cash and deposits continues, they may 
eventually have to do so. It therefore looks as if the 
authorities are committed all the more to a policy of 
expanding credit. 

The past month has also witnessed the issue of the 
annual accounts of the three leading discount companies. 
Profits were on the whole well maintained, but it has not 
been too easy a year. Bills continue to bring in a very 
meagre return, while the downward trend of the gilt- 
edged market during the year has robbed the discount 
companies of much of their jobbing profits of previous 
years. On the other hand, their resources were in two cases 
higher than a year ago, and this must have assisted 
their earnings. 
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Deposits, 


: | Investments Bills} 
etc. 


Profits* 





ca : | 
1935 | 1936 | 1935 | 1936 | 1935 | 1936 | 1935 | 1936 
| 





























i{thou.| {thou.| {mn. | {mn. | {mn. | {mn. | £mn. £{mn. 
Alexanders | 185 | 165 | 23-7 | 29-1 | 12-9 | 13°4 | 12-1 | 15°7 
National.. | 179 | 179] 49°2 | 54°8 | 8-7 | 11-2 | 41-6 | 44°5 
Union .. | 234] 244] 65-9 | 65-4 | 16-2 | 16:1 | 47° 50°4 

| 

| | 


| 





* Excluding rebate on bills not yet due. 
+ Includes bills rediscounted. 


In conclusion we summarise the accounts of the 
Scottish banks :— 


SCOTTISH BANKING RESULTS 





| | . 
| | Discounts 
































| 
Profits | Deposits Cash | and 
| Advances 
| 
| | 
1935 | 1936 | 1935 | 1936 | 1935 | 1936 | 1935 | 1936 
| | | 
£thou.| f{thou.| {mn. | {mn. | £mn. | {mn. | {mn. | {mn. 
Bank of Scotland .. 311 | 316 | 36-7 | 390°5 | 4°9 5°4 | 12°7 | 13°2 
(To Feb. 29) | 
British Linen Bank 286 | 290 | 30°4 | 33°3 8-5 | 9:6] 9:3] 8-9 
(To Jan. 15) 
Clydesdale Bank .. 312 316 | 34°5 | 34°9 6°4 6-7 | 13:0 | 12-9 
(To Dec. 31) | | 
Commercial Bank .. 397 400 | 40°8 | 42-0 | 6-7 | 7°I | 14°4 | 14°2 
(To Oct. 31) | 
National Bank a 270 | 272] 35°2 | 36°5 | 4°8| 4:8] 11-9 | 12°6 
(To Dec. 17) | 
North of Scotland.. | 260 262 | 29°2 | 30°6 | 3°9 a 9°6 7°8 
(To Dec. 31) 
Royal Bank on 629 | 632 | 64-0 | 66-8 6:8 7°3| 26°4 | 27°4 
(To mid. Oct.) | 
Union Bank oo 4 S83 317 | 29°9 | 32-0 | 7:0 7°6 9°5 9°7 
(To April 2) | 














Here again there has been a general expansion in 
profits and resources. These results confirm those of the 
British clearing banks. It has been a good banking year, 
and the banks have strengthened their position and 
expanded their business and earnings. The general 
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growth in the demand for credit, though creating some 
fresh problems for the authorities, has been most helpful 
to the banks themselves. Furthermore, there is no 
objection to easy money, so long as it spends its force in 
maintaining and assisting trade, and does not waste itself 
on stimulating a general and undesired rise in prices and 
costs. Hence on the whole the banks can look forward 
to another successful year. 





Obituary 


Sir Peter Bark 


We regret to learn of the death, at the age of 67, of 
Sir Peter Bark, managing director of the Anglo-Inter- 
national Bank. He was the last Minister of Finance in 
Tsarist Russia, being appointed shortly before the War 
and retaining the post until the abdication of the Tsar 
and the revolution of October, 1917, when he escaped to 
London. His career in Russia began in 1892 when he 
entered the Ministry of Finance. Subsequently he became 
Vice-Governor of the Imperial Bank of Russia and 
managing director of the Volga-Kama Bank. In rgr1r he 
was appointed Under-Secretary of State for the Ministry 
of Commerce, and only three months before the outbreak 
of war he became Minister of Finance. After the War his 
knowledge of conditions in Russia and Central Europe 
rendered his advice invaluable to those who had interests 
there, and he did important work for the Treasury and the 
Bank of England, particularly in connection with the 
various League of Nations’ reconstruction loans. He was 
ultimately invited to be managing director of the Anglo- 
International Bank. He was created an honorary G.C.V.O. 
in 1929, and was knighted in 1935. 


Mr. John S. Scott 


We regret to announce the death of Mr. John S. Scott, 
London Manager of the Commonwealth Bank. His 
banking career started in the Bank of Australasia, and he 
was an inspector when he joined the then newly-formed 
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Commonwealth Bank. He served in Perth, Sydney, 
Melbourne and Brisbane, and he was one of the Australian 
contingent during the Boer War. For the past eleven 
years he has been head of the Commonwealth Bank in 
London, and his sudden death is a loss to the banking 
community. 


Mr. E. F. Davies 

We record with great regret the death of Mr. Edward 
Futcher Davies at the age of 55. He began his career in 
the London office of the Deutsche Bank, where he gained 
considerable experience in the foreign exchanges. Subse- 
quently he joined the Banco Espanol del Rio de la Plata. 
About rg1r he was appointed Assistant Manager of the 
foreign branch of the Westminster Bank and in 1914 he 
became Manager, a position he retained until 1919. During 
the War his early acquired knowledge of the exchanges was 
invaluable to Sir Adam Block’s blockade committee, of 
which he wasamember. After the War, Mr. Davies joined 
the Banco Nacional Ultramarino, now known as the Anglo- 
Portuguese Colonial and Overseas Bank, but after a few 
years retired to France for reasons of heaJth. While there, 
he became foreign delegate of the Royal Bank of Scotland. 
He was a man of extraordinary energy, and his experience 
in banking affairs covered a remarkably wide range. A 
wide circle of friends will regret his early death. 


Mr. J. L. Crockatt 


We learn with deep regret of the death of Mr. J. L. 
Crockatt, the late Chief Manager of the Chartered Bank of 
India, Australia and China. He entered the service of the 
bank in 1895, and after working in the Straits Settlements, 
Japan, Dutch East Indies, etc., he acted as Manager of the 
Hong Kong branch for four years. He was appointed 
Sub-Manager of the Bank in London in 1923, and in 1932 
was promoted to be one of the Managers and subsequently 
Chief Manager in 1934. He retired after 40 years’ service 
at the end of last year, and his death in his sixty-second 
year came suddenly after a short illness. He had many 
friends in the City, particularly among those with Eastern 
connections, and his death will be widely regretted. 
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American Banking 


By a Correspondent 


HE final month of 1936 witnessed a large and 
unseasonal increase in the business demand for 
bank credit with the result that this demand took 
rank as the most important factor in the year’s total 
expansion of bank loans and investments, outweighing 
for the first time since the beginning of the depression the 
influence of government deficit financing. The following 
table shows the position of reporting member banks of the 
Federal Reserve System in ror cities on December 30, 
compared with a month and a year before : 


Increase or Decrease 


since 
Dec. 30, Nov. 25, Dec. 31, 
1936. 1930. 1935- 
(in millions of dollars) 
Demand deposits adjusted .. ‘a 15,571 + 107 + 1,684 
Deposits of foreign banks .. ie 427 - 27 - 16 
Total loans and investments 22,931 + 530 +- 2,036 
Loans on securities 3,326 + 127 + 52 
Other loans Aid - gi 5,863 + 283 + 888 
U.S. Govt’s. direct and indirect - 10,479 + 54 L 885 
Other securities 3,263 66 + 2Ir 
Reserves 5,163 - 268 + 566 


The demand deposits adjusted of the reporting banks 
stood at the year’s end at nearly the highest level on 
record, while the total loans and investments of these 
banks were the largest since early in the depression. As 
the table shows, loans on securities showed virtually no 
change in the past year. The rise in non-security loans 
amounting to $888 millions was the most important factor 
in contributing to the total expansion of bank credit, but 
was almost equalled by the increase in bank investments 
in direct and indirect obligations of the Government. 

The expansion of non-security loans began in August 
and continued past the normal seasonal period gathering 
momentum in the final months of the year, in which period 
nearly a third of the total net gain in this item took place. 

Coming at a season which normally witnesses a 
decline in commercial borrowing, the late increase in 
“other’”’ loans apparently reflected the gain in retail 
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trade which at the close of the year was at the highest 
levels since 1929. 

Viewed as a whole 1936 has been an extremely 
favourable year for American business. The total volume 
of production and trade is estimated to have been about 
I5 per cent. above that of 1935 and about 45 per cent. 
above that of the low year, 1932. It came within about 

3 per cent. of the total for 1930 but remained about 
17 per cent. below the peak year, 1929. Year-end 
comments by bankers, industrialists and economists were 
practically unanimous in forecasting further improvement 
in 1937, and there were general expressions of anxiety 
lest the anticipated continued improvement ran away 
into a boom. 

Preoccupation with the dangers of a boom is manifest 
in the actions and statements of the country’s fiscal 
authorities. A further increase in member bank reserve 
requirements designed to restrict the basis of potential 
credit expansion is expected by bankers at an early 
date, and pending this action the Treasury on December 21 
announced a new policy of “ sterilising’’ future gold 
imports and other additions to the monetary gold stock 
so as to prevent a further rise in excess bank reserves. 

The new Treasury gold policy is similar in effect to the 
operations of the British Equalisation Fund from which it 
derived its inspiration, but it differs somewhat in detail. 
Hitherto the Treasury has reimbursed itself for funds 
expended on the purchase of gold by issuing gold 
certificates for deposit with the Federal Reserve Banks. 
Under this arrangement all funds paid into the market by 
the Treasury in purchasing gold became net additions to 
banking reserves. Under the new plan no gold certificates 
will be issued, but instead the Treasury will set aside new 
acquisitions of gold in an inactive account and willsecure 
the funds necessary for gold purchases by the sale of 
securities in the open market, thus withdrawing with one 
hand the equivalent of what it is putting into the market 
with the other. 

The adoption of this policy does not in any way lessen 
the likelihood of a further increase in member bank reserve 
requirements being ordered by the Federal Reserve Board ; 
but it does mean that it will not be necessary, as was at 
one time thought possible, for the Board to ask Congress 
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for additional authority to raise reserve requirements 
beyond the limits which it now possesses, namely, the 
authority to increase existing requirements by one-third. 
With the Treasury operating to prevent a further 
expansion of excess reserves, the Federal Reserve autho- 
rities have ample means for controlling the existing 
volume. 

The decision of the Treasury to sterilise future gold 
imports has met with general approval as being expedient, 
but it is recognised that the move does nothing to remedy 
the fundamental unbalanced condition which causes gold 
to continue to flow into the United States at a heavy rate. 
Moreover, the policy has the disadvantage of still further 
injecting the Treasury into matters of credit control which 
ought properly to be the function of the Federal Reserve 
System, and it will of course necessitate a further and 
unproductive increase in the Government debt. Had 
such a policy been in effect throughout the past year the 
Government debt would be $1,135 millions higher, for 
that is the amount of the increase in the monetary gold 
stocks. Had the policy been followed since the devalua- 
tion of the dollar on January 31, 1934 the Government 
debt would have had to be increased enough to offset a 
rise of more than $4,400 millions in the gold stocks. 

Under the circumstances it may perhaps be surmised 
that the Treasury does not expect a continuance of the 
gold import movement at the recent pace, but there has 
as yet been no sign of a decline in the movement. If it 
continues, it now appears possible that the Government 
may attempt active measures to discourage the influx of 
foreign capital. Such a course has obvious practical 
difficulties but it is known to be favoured by Mr. Marriner 
S. Eccles, chairman of the Board of Governors of the 
Federal Reserve System. In a recent speech Mr. Eccles 
discussed the means at the disposal of the Government 
for heading off a boom, the possibility of which was 
contained not merely in the existing basis for bank credit 
expansion but in the large volume of bank deposits which 
has already been built up. He laid down a four-point 
programme of control which will be worth bearing in mind 
in view of his past record of securing from the Adminis- 
tration the monetary measures that he deemed necessary. 

His programme was: I. Balance the budget and begin 
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to retire Government debt in order to extinguish bank 
deposits; 2. Reduce excess bank reserves, if necessary, 
even to the extent of forcing banks to borrow from the 
Federal Reserve banks; 3. Sterilise, or better still, 
prevent further capital imports; 4. Increase the taxes 
which foreigners must pay on their investments here. 

As the new session of Congress gets under way the 
outlook for banking legislation continues to be uncertain. 
Members of the old inflation bloc in the Senate have been 
talking of plans for having the Administration assume 
direct ownership of the Federal Reserve System and issue 
additional currency. There appears little likelihood 
however that such schemes will get very far. Having 
secured control of the Federal Reserve, the Adminis- 
tration presumably is not greatly concerned about the 
fact that stock ownership of the System is still vested in 
the member banks. The whole policy of the Adminis- 
tration in the past year has been directed not towards 
expansion of the money supply but towards measures of 
control against threatened over-expansion. Consequently 
it is not likely that the President will look with any 
favour upon the proposals of the inflation bloc, and it is 
no longer necessary for him to make concessions to this 
bloc as he found it advisable to do in the first two years of 
his administration. 

As a matter of fact, the inflationists completely 
deserted the President in the last campaign and may 
consequently expect little consideration from the Adminis- 
tration. That there will be introduced in Congress, 
with open or at least tacit Administration support, 
legislation to extend Branch Banking appears certain, 
but the prospects for enactment of any far-reaching 
Branch Bank bill do not appear good. Such a measure 
would have the militant opposition, not merely of 
thousands of small bankers, but of many state banking 
authorities and of large numbers of Congressmen who 
would see in a bill of this type an unwelcome threat to the 
control of banking within the borders of their own states. 

Year-end statements of the leading commercial banks 
have disclosed substantially higher earnings for the past 
year than in 1935. The better part of these earnings 
have, of course, been the result of profits on investments 
and recoveries on assets previously written down. 
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Nevertheless, the banks have made considerable progress 
in adjusting their operations to the existing low level of 
money rates and slack demand for credit. There has been 
in the past year a remarkable development of service 
charges such that, for many of the smaller institutions, 
these charges have become a substantial item of income. 
The theory that every service or function performed by 
a bank should be profitable or at least self-supporting has 
received general acceptance among bankers and is being 
put into practice as rapidly as the public can be made 
to accept it. 

The Federal Reserve authorities have gone a long way 
in promoting this policy by their regulations governing 
interest payments. The payment of interest on demand 
deposits was abolished under the Banking Act of 1933 
but the Reserve Board has now defined interest as 
meaning “‘A payment, credit, service or other thing of 
value which is made or furnished by a bank as considera- 
tion for the use of the funds constituting a deposit. a 
Under so broad a definition it is evident that there is not 
much that a banker can do for a customer free of charge 
without running the risk of being accused of evading the 
law against payment of “ interest.”’ 


French Banking 
By M. Mitzakis 


N spite of end-of-year influences, the month of 
] December did not experience any renewal of stringent 

money conditions in France. Only the rates on Bourse 
loans, both on the Parquet and the Coulisse, showed an 
appreciable rise, which was a result of speculative 
activity. Rates on loans on Bons de la Défense Nationale 
remained stable, in spite of the increase of the rates on 
the Bons themselves from 3 to 4 per cent. This increase 
appeared to be necessary at the beginning of January, 
owing to the fact that the conversion of the Auriol bonds 
resulted in a slowing down of subscriptions to Bons de la 
Défense Nationale. The relative steadiness of money rates 
is not surprising if we examine the Bank of France 
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return, showing an increase of sight liabilities by about 
Frs. 5 milliards. [he inflationary increase of means of 
payment was sufficient to meet the increased requirements. 


End of End of End of 
October, November, December, 
1936 1936 1936 
Banque de France rediscount 
rate 2 2 2 
Market rate of discount 143 2} 2h 
Day-to-day money r3 143 1 


Loans on Bons de la Défense 
Nationale :— 


Market rate for one month 24 2} 24 

Market rate for 3 months 2} 2} 2} 
Rates on loans on securities: — 

On the Parquet 3? 33 3% 

On the Coulisse 8} 8} 


The development of interest rates in Paris during 
1936 was as follows:—The bank rate attained its 
maximum at 6 per cent. from May 6 to June 23, its 
minimum at 2 per cent. from October 15 onwards. The 
market rate of discount was at its highest between 
June 5 and 22, at 6} per cent., and at its lowest from the 
end of October, at 1f per cent. Loans on Bons de la 
Défense Nationale for one month rose to 6; per cent. in 
June, and fell to 1? per cent. in October; for three months 
the maximum was 6 per cent. in June and the minimum 
24 per cent. in October. _ rates on Bourse loans 
fluctuated between 7 per cent. (in June) and 2 per cent. 
(in August) on the Parquet, and between 9? per cent. (in 
May) and 6 per cent. (in August) on the Coulisse. 

The franc continued to be held firmly, and its 
steadiness in relation to the principal exchanges is an 
indication of the satisfactory co-operation between the 
Exchange Equalisation Accounts. The franc became 
somewhat firmer towards the end of the year, which shows 
that the outflow of capital that accompanied the profound 
social changes of previous months had slowed down. 
There was even a moderate degree of repatriation. The 
change of policy indicated by the payment of a premium 
of 40 per cent. on gold in connection with the issue of the 
34 per cent. loan must have something to do with this turn 
in the trend. This does not mean, however, that the 
Stabilisation Fund was in a position to allow the franc to 
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take care of itself, but only that it had to support the 
franc to a lesser degree than during November. 
Uncertainty about the prospects of the franc is not due 
solely to the fact that by virtue of the Monetary Law of 
October 2, 1936, the Government is entitled further to 
depreciate the franc to the vicinity of Frs. 112 to the 
pound, but also to the weakening of the note covering. 
The fall in the reserve ratio is indicated by the 
following comparison of the Bank return since the 
devaluation :— 
End of Endof End of 
October, Nov., Dec., 
1936 1936 1936 











ASSETS. (in millions of francs) 

Gold Reserve sa ei — ‘a 64,359 64,359 60,358 
Foreign Exchange reserve (total) .. 1,459 1,452 1,444 

Sight .. - is + aie 6 6 15 

Time ‘a es és os i 1,453 1,446 1,429 
Discounts (total) .. ie - ne 7,891 8,995 9,553 
Advances on bullion pis - oe I,IIO =I, 102 1,258 
Advances on securities .. ra a 3,447 3,464 3,583 
Advances up to 30 days is i 668 702 715 
Bonds of the Caisse Autonome .. és 5,640 5,640 5,640 


Provisional advances to the State— 
(a) Regularisation of previous advances 13,303 12,998 12,998 


(b) New advances ind ns ne 13,303 12,998 5,400 
LIABILITIES. 
Note circulation .. os 87,198 86,651 89,342 
Current and deposit accounts (total) es 13,219 15,128 15,744 
Of which— 
Treasury ‘ aie - ir 2,129 157 112 
Caisse Autonome ‘ ‘a “ss 1,844 1,913 1,976 
Private accounts sie ae si 9,145 12,930 13,560 
Sundry .. a wis - IOI 129 105 
Total of sight liabilities .. ws ee 100,417 I0I,779 105, 086 
Percentage of gold cover jt -- 64°09% 63°23% 57°44% 


Since September 25, sight liabilities advanced from 
Frs. 92 milliards to nearly Frs. 105 milliards, while the 
gold reserve which was Frs. 50 milliards of old francs, 
equivalent to 67 milliards of new francs devalued by 25 
per cent., declined after the repayment of the London 
credit of Frs. 4 milliards to Frs. 60 milliards. This does 
not include the gold held by the Stabilisation Fund. The 
Government has the power to revalue the gold stock again 
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if it should devalue the franc to the limit of 34-36 per 
cent., but the growing amount of Government advances 
from the Bank of France would render futile a new 
alignment. These advances, which amounted to 
Frs. 15,900 millions on September 25, and which were 
reduced to Frs. 12,304 millions on October 20, rose again 
to Frs. 17,698 millions by the end of the year and to 
Frs. 19,048 millions by January 8, 1937. This financing 
of Treasury requirements by the bank of issue has been 
severely criticised in the past. The franc is not likely to 
strengthen either technically or psychologically, unless 
the response to the new loan improv es or the negotiations 
for a new loan in London meet with success in the near 
future. 

The increase of the Bank of France’s sight liabilities 
by some Io per cent. is often sought to be justified on the 
grounds of the general rise of prices following upon 
devaluation, a rise which necessitates various readjust- 
ments. In a recent speech at Clermont-Ferrand, M. 
Spinasse, Minister of National Economy, expressed the 
Government’s views on this matter in the following 
terms :—‘‘ The rate of devaluation has been calculated so 
as to cover not only the actual spread existing at the time 
between French and foreign prices, but also to allow a 
supplementary margin for the rise in prices to be caused 
by the rise in wages and the application of the recent social 
legislation. In June last French prices and foreign prices 
were in the ratio of about 115 to 100. The Matignon 
agreements, the collective contracts, the paid holidays, 
and the application of the 40 hour week should raise 
French prices to about 150. By devaluing the franc by 
about one-third, the law of October I readjusted the 
French prices to the world level.”’ In other words, the 
Minister sought to make it plain that French economy in 
general and French exporters in particular stand to benefit 
by the devaluation in so far as the rise in prices will not 
exceed 30 per cent. In fact, the rise is already over 31 
per cent., since the index of the Statistique Générale shows 
an advance from 374 to 491 between May and November, 
1936. It is true that at the same time prices abroad 
advanced on the average by Io per cent., so that it seems 
possible to assume that in December French prices were 
more or less in equilibrium with world prices. Unfor- 
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tunately the chances are that retail prices and the cost of 
living will rise further, as a result of the coming increases 
of wages and the application of the 40 hour week, which 
will tend to raise the cost of production by at least 30 
per cent., and in the case of shipbuilding by 67 per cent. 

The state of the public finances gives rise to even 
more concern than the rise in prices. According to the 
ordinary budget passed in great haste by Parliament, 
revenue for 1937 1s estimated at Frs. 43,486 millions, and 
expenditure at Frs. 48,071 millions, making a deficit of 
Frs. 4,585 millions. In addition, however, extraordinary 
expenses totalling about Frs. 16 milliards are anticipated. 
Allowing for the deficit of the railways and the Post office, 
the total deficit is believed to be at least Frs. 30 milliards, 
while the most pessimistic forecasts put it as high as 
Frs. 40 milliards. The public debt amounted to over 
Frs. 356 milliards on July 31, 1936, to which figure the 
debt of the railway companies, amounting to Frs. go 
milliards, has to be added. By the end of 1936 the 
total debt exceeded Frs. 450 milliards, exclusive of the 
debts of the local authorities, amounting to about Frs. 50 
milliards. After making allowance for the minimum 
amount that will have to be covered by borrowing in 
1937, the grand total of the public debt, including the 
debt of the railways, will be over Frs. 480 milliards by 
the end of 1937. 

These are figures which, in spite of the devaluation of 
the franc by 30 per cent., and in spite of the wealth of 
France, call for urgent budgetary measures. It is 
assumed that foreign assistance will be asked for. 
Negotiations are already in progress in London, and it is 
by no means out of the question that New York will also 
be approached. This is indicated by the appointment of 
M. Georges Bonnet, former Finance Minister, to the post 
of Ambassador in Washington. So long as the gold 
reserve of the Bank of France amply covers the note issue 
and sight liabilities, the problem of foreign credits will 
remain relatively simple, since a gold clause may be agreed 
upon, as in February last. This operation would, 
however, arouse much criticism of a financial and 
political nature. 

_ The budget voted at the end of the year contained new 
fiscal legislation fixing the maximum income tax at 30 
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per cent. and the maximum of death duties at between 
25 and 40 per cent. according to the degree of succession. 
A levy of 2 per cent. is imposed on the reserves of joint 
stock companies, the first Frs. 5,000,000 being exempted. 
On the other hand, the levy of Io per cent. on the coupons 
of rentes has been abolished. The Caisse des Pensions, 
the new borrowing organisation, has not been abolished, 
but the Senate limited the duration of its loans to 2 years 
and their amount to Frs. 4,500 millions. 

In spite of the gloomy financial and monetary outlook 
at the beginning of 1937, optimism is not confined to 
Government circles. It is spreading week after week, 
thanks to the rise in Bourse securities and a fairly 
substantial recovery in several branches of trade. One of 
the most profound social changes has taken place without 
any undue upheaval. As soon as order and authority are 
completely restored, it is generally expected that progress 
will be made towards prosperity. 


German Banking 
By a Correspondent 


end of 1936 shows a considerable advance compared 

with 1935, which was itself well above 1934. During 
the first half of December the repayment of loans was 
about the same as in 1935, but during the week before 
Christmas lendings increased by Rm. 130 millions against 
Rm. 5 millions in 1935, and at the end of the year the 
increase amounted to Rm. 751 millions against Rm. 639 
millions in 1935. There are clearly the effects of a trade 
revival. Compared with 1935, the return for December 31, 
1936 shows an increase of bills, Treasury bills, securities, 
etc. by Rm. 820 millions, against Rm. 329 millions in 1935 
and Rm. 988 millions in 1934. Since the end of 1932 this 
item has nearly doubled. It should be remembered that 
during these four years the gold and foreign exchange 
reserve of the Reichsbank has declined materially. The 
monetary circulation advanced during 1936 by a further 


‘Tes increase of lendings by the Reichsbank at the 
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Rm. 582 millions, against Rm. 395 millions in 1935, 
Rm. 267 millions in 1934, and Rm. 253 millions in 1933. 


End of Endof Endof Endof End of 


Reichsbank. 1932. 1933. 1934. 1935. 1936. 
(in millions of Reichsmarks). 

Loans .. _ -- 2,983 3,409 4,211 4,636 5,584 

Securities ‘a oo 259 445 349 221 

Other assets .. 920 542 645 685 607 
Gold and foreign ex- 

change ‘a « 396 84 88 72 

Balances or -.- 540 640 984 1,032 1,012 

Note circulation -- 5,469 5,722 5,989 6,384 6,966 


The Reichsbank’s gold and foreign exchange reserve 
has further declined in 1936, so that at the end of the 
year it amounted to only Rm. 72 millions. At the same 
time, part of the gold taken over from the former private 
banks of issue was also used up. At first sight this 
development is in contradiction with the changes in the 
trade balance which is expected to show an export surplus 
of about Rm. 500 millions for 1936, compared with 
Rm. 111 millions for 1935. This export surplus did not, 
however, result in an influx of devisen. The report of the 
Reichs-Kredit-Gesellschaft explains this on the grounds 
of the inadequate receipt of free exchanges, owing to 
clearing agreements; the heavy demands of the foreign 
debt (in 1935 it was Rm. 550 millions, in 1936 probably 
about the same); the renew vain of commercial arrears ; 
payments to France for the Saar mines in the form of coal 
deliveries; losses in France through the insolvency of 
French importers (about Frs. 150,000,000) ; losses through 
the devaluation of the Gold d/oc currencies (about Rm. 80 
to 100 millions); and the necessity of paying cash for a 
larger proportion of imports, and of allowing long credits 
on exports of capital goods. Furthermore, the goods 
exported on a long-term credit basis contain imported raw 
materials. 

Conditions in the German money market were 
relatively easy at the end of the year, which shows that 
the connection between the position of the Reichsbank 
and that of the money market has become rather loose. 
In January conditions became materially easier. In 
contrast to the former demand for ordinary shares, 
interest has now become focussed upon fixed interest 
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bearing securities. The conversion issues of industrial 
undertakings met with a good response last year. This 
year they are being eagerly taken up in the shortest 
possible time; in one instance the issue was covered even 
before the publication of the prospectus. Several mining 
undertakings of Western Germany floated small issues 
and others are to follow, so that the total of these loans is 
expected to reach Rm.100 millions. The Prussian 
Treasury bond conversion issue was also heavily over- 
subscribed. 

According to the figures published by the Reichs- 
Kredit-Gesellschaft, between October 1932 and October 
1935 the amount of Treasury bills increased from 
tg 10°65 milliards to Rm. 14-67 milliards. The figures 
for 1936 are not yet available, but it is assumed that there 
was a further increase. At the end of October the 
Treasury bill holdings of banks totalled Rm. 13 
milliards, against Rm. 11-2 milliards in 1935 and Rm. 6-6 
milliards in 1932. These figures include the holdings of 
the Reichsbank and of the Gold Discount Bank. During 
that period the returns of the big Berlin banks showed 
material changes in the relative proportions of assets. 
The percentage of loans, advances and acceptance credits 
declined between 1932 and 1936 from 62-7 to 44:8 per 
cent., while the holdings at bills, Treasury bills and 
securities increased from 25°3 per cent. to 44°3 per cent. 
The total holdings of bills maturing within more than 
three months, held by all German banks, increased 
between January and November 1936 from Rm. 205 
millions to Rm. 1,185 millions. 

The privately ow med banks have been affected to a 
high degree by the decline of foreign business, the repay- 
ment of foreign credits, and the decline of private demand 
for credit accommodation. On the other hand, the 
publicly owned banks and the Girozentralen (the central 
institutions of savings banks) have increased their 
activities. Between October 1932 and October 1936, the 
balance sheet totals of the five leading Berlin banks 
declined from Rm. g milliards to Rm. 7-6 milliards. At 
the same time the balance sheet totals of publicly owned 
banks increased from Rm. 2-9 milliards to Rm. 4 mil- 
liards, that of Girozentralen from Rm. 5:5 milliards to 
Rm. 7-1 milliards. The relative increase was more 
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pronounced in the case of certain banks specialising in 
financing public works. The contraction of privately 
owned banks probably ceased last year, and there even 
seems to be a reversal of the trend. 

It is an interesting feature that in 1936 the amount 
of genuine deposits held by the big banks resumed its 
increase, and that there were also instances for increased 
demand for credit. The bank balance-sheets did not, 
however, indicate the extent of the formation of new 
capital and release of capital during recent years. 
Industrial undertakings have to a large degree preferred 
to accumulate bills and securities instead of bank 
balances. The same is true of large private investors, as 1s 
indicated by the turnover in securities during 1936, 
when the Government succeeded in unloading big blocks 
of shares of shipping companies, of the Vereinigte 
Stahlwerke, etc. The new capital found its way to savings 
banks and insurance companies rather than to banks. 


International Banking Keview 


ITALY 
HERE has lately been increasing evidence of a 
tendency towards the restoration of normal banking 
relations between London and Italy. Ever since 
last November the amount of Italian bank balances in 
London has been considerable. During the last few weeks 
the Italian agency bills—that is, bills accepted by the 
London agencies of the Banca Commerciale Italiana and 
the Credito Italiano—have reappeared in the market. 
They are understood to have been taken at a favourable 
rate. This was to some extent due to the fact that these 
agency bills were always met without fail during the period 
of sanctions, but the evidence of the exceptional liquidity 
of the sterling funds owned by the two agencies was also 
a contributory factor. There is as yet no , evidence of the 
granting of acceptance credits by London banks to 
Italian banks and industrial firms, but it is believed that 
the reopening of some old credit lines to Italian customers 
isimminent. The Anglo-Italian Mediterranean Pact went 
a long way towards inducing banks to overcome their 
reluctance to reopen these credits, although in many 
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banking quarters political relations with Italy continue 
to be a source of uneasiness. The absence of figures con- 
cerning the economic and financial position of Italy 
constitutes another obstacle to the resumption of normal 
credit operations. 


SWITZERLAND 

Banking conditions in Switzerland following upon 
the devaluation of the franc continue to be satisfactory. 
There is evidence of a return of deposits on the part of 
both Swiss people and of foreign owners who transferred 
their funds abroad in anticipation of the devaluation. 
The general improvement of trade conditions and the 
highly satisfactory figures of tourist traffic are also 
helpful for the Swiss banks in general. In isolated 
instances the process of deterioration prior to the 
devaluation had gone too far and the general improvement 
came too late to prevent the depression from producing 
its effect. Thus the Bank in Zug stopped payment on 
December 29th and has been granted a 15 months’ 
moratorium by the Swiss Federal Council. Transactions 
are carried on as before, and the Crédit Suisse has 
intimated its willingness to take over the bank, which 
would be converted into a branch office. The Bank in 
Zug was founded 100 years ago under the name of the 
Sparkassa Zug. Another small bank which got into 
difficulties was the Banque Commerciale de Lausanne. 
A year ago this bank had to reorganise and reduce its 
share capital to Frs. 750,000. Subsequent withdrawals of 
deposits made it necessary, however, to apply fora 
moratorium. The Banque Cantonale de Vaud intends to 
take over the bank, which will become a branch. It is 
worth noting that in both instances the banks in diffi- 
culties are taken over by larger banks, which are now 
no longer unwilling to embark upon a policy of e xpansion. 
Another gratifying report is that the Banque Co-operative 
Suisse, which suspended payment in February last, has 
been reconstructed under the name of Schweizerische 
Spar-und-Kredit-Bank, with a share capital of Irs. 13-4 
millions and reserves of Frs. 1-3 millions. Similar 
reconstructions of banks which had to be granted 
moratoria during the period of depression are expected 
to be arranged in the course of the next few months. 
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SWEDEN 

The figures at present available for the banking 
situation on December 31st 1936 allow certain general 
conclusions to be reached regarding Swedish banking 
in the past year, though a more precise judgment will 
be possible only when the main banks have published 
their annual reports. At the turn of the year total 
deposits of the joint-stock banks amounted to Kr. 3,833 
millions, which is an increase of Kr. 201 millions during 
the year. Of this increase Kr. 126 millions are in sight 
deposits and the rest in term deposits. Though there 
could be noticed during the year a slight flight from bank 
deposits to me stock market, which offered investors 
better earning possibilities than the 2 2 per cent.interest 
paid by the banks on their term deposits, the volume of 
sight deposits and cash holdings was not quite normal at 
the turn of the year on account of an influx of the proceeds 
from sales of the Skefko shares by the Swedish Ball 
Bearing Company. At the same time advances increased 
by only Kr. 163 millions, a rise which is not in proportion 
to the general leiahion ss expansion in Sweden, as the index 
of industrial production has increased from 104 to I12, 
and the exports of staple articles have reached record 
figures during the year with prices steadily improving. 
As a result of this disproportion in the increase of deposits 
and bank advances, the surplus of advances over deposits 
has declined from Kr. 196 millions at the beginning of 
1930 to Kr. 158 millions at the close of the year the 
money abundance has further increased, and the com- 
petition for new investment opportunities has become 
stronger than ever. 

So far only a few banks have made _ preliminary 
statements regarding their results in the past year. Of 
the ‘‘ big four,’”’ statements from the Stockholms Enskilda 
and from the Goeteborgs Bank are available. The 
Stockholms Enskilda, which is less affected by the present 
competition than most of the other banks, reported for 
the past year net ee of Kr. 9:9 millions, which is an 
increase of about Kr. 1-3 million over the preceding year. 
The writing off of bad de bts amounted a the strikingly 
small figure of Kr. 21,700, which in the history of modern 
Swedish banking at least is a record for a banking house 
with assets totalling some Kr. 560 millions. Out of the 
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available balance of Kr. 23-7 millions the Board proposed 
the traditional dividend to shareholders of 15 per cent. 
As a surprise an extra bonus of Kr. 100 per share was 
declared, and a balance of Kr. 12-4 millions was carried 
forward. The Goeteborgs Bank, which during the past 
year was able considerably to consolidate its situation 
by disposing at a profit of some unremunerative invest- 
ments in industrial concerns, announced gross earnings 
of Kr. 11-4 millions. Net profits were struck at Kr. 4-2 
millions or Kr. 1-2 millions in excess of 1935. Owing to 
this satisfactory result the Board was able to raise the 
dividend on common stocks from 3 to 4 per cent., after 
declaring the statutory fixed 5 per cent. dividend on 
preference shares. Of the medium-sized banks only the 
Stockholms Intecknings Garanti Aktiebolag has so far 
announced its results, which show net profits of Kr. 2-4 
millions as against Kr. 2-5 millions last year, allowing the 
Board to repeat last year’s dividend of 134 per cent. A 
few minor banks reported unchanged or slightly improved 
results. 

During December the Bank of Sweden shipped some 
Kr. 20 millions gold from London to Stockholm, which 
increased the gold reserve to Kr. 459-4 millions (gold 
kronor) apart from some Kr. 70 millions earmarked gold 
abroad. While during December the Bank’s balance 
with foreign banks declined from Kr. 289-7 millions to 
Kr. 255°8 millions, its foreign bill investments increased 
from Kr. 291-9 millions to Kr. 390-7 millions, a situation 
of unprecedented strength for the State bank of Sweden. 


SPAIN 

The liquidation of outstanding forward contracts in 
pesetas in London and other centres has been practically 
completed, for the most part by means of compensation. 
There remains the question of outstanding banking 
credits to be settled. So far as the Moreno bills are 
concerned, they are not being renewed for the most part, 
the Spanish authorities being entitled to do so until 12 
months after the issue of the original bills. Credits 
arranged after the conclusion of the clearing last year have 
been defaulted upon and negotiations have been initiated 
between the London acceptance houses and the Spanish 
Government concerning their repayment. Part of these 
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bills, will, it is hoped, be repaid out of the balance 
of more than {1 million held by the Anglo-Spanish 
Clearing Office, which for the time being is placed on 
reserve pending a decision concerning the method of its 
distribution. 

ARGENTINE. 

The Argentine peso underwent a marked improvement 
in the course of the last few weeks. Its improvement has 
been due in part to the widespread belief that the Govern- 
ment will abolish the present exchange control system. 

The Central Bank has lowered its purchase price of 
sterling. This was the result of a steady improvement 
in the Argentine trade position over the past few months, 
bringing about a pronounced demand for pesos. 


JAPAN 

Until recently exchange restrictions in Japan were 
confined to the necessity for Japanese residents to 
declare their assets abroad. On January 7, however, a 
new set of restrictions was issued. Transactions which 
are subject to permission of the Finance Minister include 
the purchase of foreign exchange in Japan, sales of yen in 
other countries, and execution of forward exchange 
contracts which were made before the issue of the decree. 
In principle the Government will authorise the transaction 
if it serves the financing of normal import trade, provided 
that the goods concerned are shipped from abroad within 
one week of the issue of the decree. The restrictions are 
adopted as a result of heavy pressure on the yen, due 
partly to speculation and partly to excessive imports in 
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anticipation of the higher customs duties that will become 
operative in April. The fact that contracts entered into 
before the publication of the decree will also be subject to 
the regulations is causing a certain amount of incon- 
venience, since banks are prevented from executing their 
forward yen contracts. The amount involved is believed, 
however, to be moderate, as most of Japan’s foreign trade 
is done on a sterling or dollar basis, so that it is mainly 
Japanese buyers and sellers that are affected. 


Books 


NATIONAL INCOME AND OvuTLAY. By COLIN CLARK. 
(London, 1937: Macmillan & Co. Price 12s. 6d. 
net.) 

Mr. COLIN CLARK is indisputably the leading authority 
on the economic and statistical problems concerning the 
calculation of the British national income. His present 
book is an enlarged and completely re-written edition of 
his book “‘ The National Income, 1924-1931,’ published 
five years ago, which was rightly welcomed at the time 
as the standard work on the subject. The present book 
contains an immense volume of original statistical 
material, the perusal of which is essential not only to the 
economist but also to the banker desirous of acquiring a 
good knowledge of the economic and financial resources 
of his country. Mr. Clark complains about the inadequate 
state of British official statistics. In this respect some 
slight improvement has taken place since the pub- 
lication of his first book, in that the Board of Trade has 
elaborated its annual census of production, and the 
Bank of England has initiated the publication of the 
retail trade statistics. On the other hand, no steps have 
been taken with regard to one of the essential recom- 
mendations made by the Macmillan Committee, namely 
that the Bank of England should secure current returns 
of all projects and new orders placed in the capital goods 
industries, particularly building and engineering ; no 
steps have been taken to extend wage statistics to cover 
the numbers or earnings of salaried workers ; there is 
still no census of distribution. This and many other 
deficiencies have made Mr. Clark’s task more difficult, but 
he has performed it as well as anyone possibly could have 
done with the aid of the inadequate data available. 











A eS Pe b: 209 Ba nthe el 


V. Lyi s Aopogale 


9 7 
fone on. é O.2 


Wet End “yfptce. 
OL Feld Mull SW7 











A VIEW OF THE HEAD OFFICE IN ROME 
: CORSO UMBERTO |, 307 


CAPITAL LIRE 200,000,000 
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Investing Capital 


Serious Business ... . 


consistent with SAFETY OF CAPITAL 
5% Redeemable Mortgage Debentures 
secured on Properties situate in the 
London Area. 
@ Assets exceed £275,000 
@ Investments from £5 to £5,000 
@ Interest. paid half yearly, without 
deduction of tax. 


ELLIS & SONS AMALGAMATED 
PROPERTIES Ltd. "Day Sr" 


London, W.1 


Directors : W. Craven-Ellis, VAP. (Chairman), James 
Ellis, A. J. FL Critehel, H. Hewnes, H. N. Akerman. 


| All the directors have been associated for many years 
with Messrs. Ellis d& Sons, established 1877, of 

] London and Manchester, one of the largest and best- 
known property organisations in the country. 


57. represents the MAXIMUM INCOME 
o 
s 


@ POST THIS COUPON TO-DAY 

Manchester Office: T0 THE SECRETARY, ELLIS & SONS 
it a eel AMALGAMATED PROPERTIES LTD., 
rt eee San or 31 Dover St., Piccadilly, W.1. Tel.Reg.3610 
Manchester, 2 | Please send your Booklet “* Redeemable 
Mortgage Debentures as an Investment.”” 


Doncaster Office: 


3 | 16 South Parade, 
Doneaster. 
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BANK AND INSURANCE SHARES YEAR BOOK, 1937. 
(London, 1937: Trust of Insurance Shares. Price 
5s. net.) 

A NEW work of reference makes its appearance, which 
must have involved a great deal of work. Included in the 
volume are sections devoted to a seven-year analysis of 
Balance Sheets and Profit and Loss Accounts, a twenty- 
one-year record of individual share prices, dividends and 
yields and a ten-year survey of aggregate figures of the 
leading British Banks, Discount Companies and Insurance 
Companies. 

In a foreword the Rt. Hon. Charles A. McCurdy, K.C., 
points out that the current market value of these shares 
exceeds a thousand million pounds. There are two special 
chapters entitled “‘ Foundations of Banking ”’ and “ Se- 
curity in Insurance,” which are well worth reading. 


PUBLICATIONS RECEIVED. 

INDUSTRIAL RECONSTRUCTION AND CONTROL. By ARTHUR 
F. Lucas. (London, 1937: Longman, Green & Co. 
Price 15s. net.) 

MATHIESON’S HANDBOOK FOR INVESTORS, 1937. 38th 
year of issue. (London, 1937: Frederick C. 
Mathieson & Sons. Price 5s. net.) 

MINING HIGHEST AND LOWEST PRICES, DIVIDENDS, ETC., 
FOR THE Past Six YEARS. (London, 1937: 
Frederick C. Mathieson & Sons. Price 2s. net.) 


North British @ Mercantile Insurance 

In consequence of Sir Arthur Worley’s resignation 
from the Managing Directorship, Mr. H. S. Milligan, 
hitherto Manager, has been appointed General Manager. 
Mr. Milligan was born in 1880 and after service with the 
Law Union & Rock and the London & Lancashire, 
became associated with Sir Arthur Worley at the latter 
office, joining the North British & Mercantile in 1913 at 
about the same time as Sir Arthur. 

Mr. Thomas Frazer, F.F.A., hitherto Secretary, has 
been appointed Deputy General Manager and Secretary. 
Mr. Frazer was born in 1884 and joined the Scottish 
Union & National in 1900, entering the head office of the 
North British & Mercantile in 1922. In April of last year 
he was invited by the Chancellor of the Exchequer to 
serve on the Foreign Transactions Advisory Committee 
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The Bank Official can look forward 
to the enjoyment of a pension in 
retirement. But to receive his 
pension—he must live. If he is 
married and the unexpected happens 
what would be the position of his 
widow, family or other dependants? 
It may be difficult to provide a 
pension for them equal in amount 


THE WIDOW'S 


has been specially designed to mect 
these circumstances. It provides an 
income for life to a widow in the event 
of the death of the husband —at a 
moderate outlay. If, on retirement at 
age 60 or 65, the protection is no 
longer required, the Assured receives 


Established 1826 


OTTOMAN BANK 


Incorporated in Turkey with Limited Liability 
FOUNDED 1863 
CAPITAL, £10,000,000 
PAID UP, £5,000,000 
RESERVE, £1,250,000 


London: 


26, THROGMORITON ST., E.C.2 


Manager: Deputy Manager: 
E. W. H. Barry R. S. C. PEARCE 
Assistant Manager: Sub-Managers: 
F. FIsHer A. Sampson, A. Brown 
Secretary to the Committee: W. Stewart McKim 


PARIS: 7, RUE MEYERBEER. 


MANCHESTER: MARSEILLES: NICE: 
56-60 Cross St. 38, Rue St. Ferréol 13, Place Masséna 
ISTANBUL : 

(Galata Beyogiou Yeni Cami) 
Branches throughout the Near East: TURKEY EGYPT 
PALESTINE CYPRUS IKAN IRAK TRANSJORDANIA 
Affiliated Banks :— 


SYRIA : Banque de Syrie and du Grand Liban 
ROUMANIA : Bank of Roumania, Ltd. 
YUGO-SLAVIA : Banque Franco-Serbe 
GREECE : British-French Discount Bank, Ltd. 
OE 


Drafts and Telegraphic Transfers Issued. Letters 
of Credit Granted 


EXCHANGE & INSURANCE OPERATIONS EFFECTED 


































DOES YOUR PENSION DIE WITH YOU? 


to that which he would receive on 
retirement, as nowadays a lump 
sum of {£1,000 safely invested does 
not produce much more than _> 
per week as income. Even if a 
large capital sum is provided, it 
may be an embarrassing legacy to 
a widow inexperienced in financial 


matters. 


PENSION POLICY 


back the greater part of premiums paid. 
Here is a simple means whereby the 
family man can make certain that 
his widow will never want. Why 
not enquire for further particulars ? 
You will incur no obligation in 
doing so. 


Special terms are available to Bank Officials under this contract, 


LEGAL & GENERAL ASSURANCE SOCIETY LTD. 
Head Office: 10 Fleet Street, London, E.C.4 


General Manager: W. A. Workman, F.1.A. 


Assets exceed £36,000,000 


(Members of the London Bankers’ Clearing House) 


LIMITED 
Established 1835 


Capital Subscribed £7,500,000 


Banking House in that most 
centre. 


is 





NATIONAL BANK 


Founded over a Century ago, the progress 


of the Bank is well illustrated in the 
following figures : 
YEAR NUMBER OF OFFICES DEPOSITS 
1850 - 47 £1,192,000 
1900 - 100 - £11,253,000 
1936 - 274 - £38,062,000 


The Head Office in Old Broad Street is the oldest 
important financial 





ENGLAND 
HEAD OFFICE : 13-17, Old Broad Street, 
London, E.C.2, and 26 Metropolitan and 
Provincial Branches and Sub-Offices. 


IRELAND 
CuieF Orrice: 34 and 35, College Green, 
Dublin, and 246 Branches and Sub-Offices 
throughout the Country. 
ct 
Complete Banking Service available. Special 
Departments for Foreign Exchange, Income 
Tax and Executor and Trustee Business. 
AGENTS AND CORRESPOND NTS THROUGHOUT THE WORLD 








WESTMINSTER BANK LIMITED 


a 


BALANCE SHEET 

















LIABILITIES 
Capital: £ s. d. 
Authorised: 7,500,000 Shares of £4 each ‘ ° e ° £30,000,000 
10,000 Shares of £1 each ‘ ° e ° 3,000,000 | 
Issued : 
7,070,990 Shares of £4 each, £1 paid . m e e e ° e " 7,070,999 0 0 | 
2,249,167 Shares of £1 each, fully paid . . ‘ ‘ ‘ ‘ ‘ 2,249,167 0 0 | 
9,320,157 0 0 
Reserve i ‘J ‘ 9,320,157 0 0 
Current Deposit and other Accounts, including provision for | 
Contingencies . ‘ ‘i = , £364,308,830 18 4 
Jalances in account with Subsidi ary Companies 3,568,675 6 8 
—— 367,877,506 5 0 
Notes in circulation in the Isle of Man ; ‘ : ; : , , ‘ 13,774 0 0 
Acceptances, Endorsements and other Engagements on account of Customers ° 20,556,531 19 3 
Profit and Loss Balance, as annexed . ‘ e e ° ° e e ° 1,109,370 4 5 
R. E. BECKETT ) CHARLES LIDBURY, Chief General Manager = ————————— 
M. N. HOGG Directors £408,197,496 8 8 
HUNSDON } J. R. HOOFF, Chief Accountant 








Dr. PROFIT AND 








£ . d 

lo Interim Dividend of 9 per cent. (Jess Income Tax) on the £4 Shares paid in August last 485,246 13 9 
.» Interim Dividend of 6} per cent. (/ess Income Tax) on the £1 Shares paid in August last 107,186 17 4 
0 

0 





,» Bank Premises Account. , ; ‘. : , 209,000 0 
» Officers’ Pension Fund ; 200,000 0 
» Further Dividend of 9 per cent. (/ess Income Tax) making 18 per 
cent. for the year on the £4 Shares (£1 paid up . £485,246 13 9 
.» Further Dividend of 6} per cent Income Tax) making !24 
per cent. for tl - year on the £ Snares. ; : 107,186 17 4 
; Balance carried forward ° ° ° ° ° ‘ . 516,936 13 4 


1,109,370 4 5 
“£2,101,803 15 6 101,303 15 6 








AUDITORS’ REPORT TO MEMBERS OF WESTMINSTER BANK LTD 





We have exami ed the above Balance Sheet and compared it with the Books at Lothbury, Lombard Street, 
d ‘Threac ineed| e Street, and \ Ww the Certified Returns received from the Branches. We have verified the 


Cash in k d Bills Discounted at Lothbury, Lombard Street, and Threadneedle Street, and the Cash at 

he Bank « land. We have also verified the ’ Securities held against Money at Call and Short Notice, and 

e Invest s of the Bank. bes e have obtained all the information and explanations we have required, and 
Pee 














r of the Balance She s properly drawn up so as to exhibit a true and correct view of the state 
tne bank’s affairs, according r. ) the best of our information and the explanations given to us, and as shown 
the Books of the Bank. 


rFURQUAND, YOUNGS & CO 

KEMP, CHATTERIS, ay oe SENDELL & CO. | Chart 
PRICE, WATERHOL 7 cCO Accountant 
STEAD, TAYLOR & STEAD J 


Auditor London, \\th January 193i. 
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WESTMINSTER BANK LIMITED 
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\4J 
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December 31st, 1936 

















s. d. ASSETS 
} £ a & 
Coin, Bank Notes, and Balances with the Bank of England . ‘i ‘ 41,143,529 11 5 
Balances with, and Cheques in course of collection on, other Banks in Great Britain 
and Ireland. ; : ; ; ‘ ; 12,147,810 9 5 
00 | Money at call and short notice . ‘ . ‘ ; - ; ‘ ; 44,983,298 6 8 
oo | Bills Discounted. : ‘ ; ; ; ' - ; ; ‘ ‘ 44,741,280 7 5 
00 | Investments at, or below, Market Value: £ s. d. 
0 0 War Loan and other Securities of, or guaranteed by, the 
British Government (of which £1,412,805 7s. 6d. is 
lodged for Public accounts and for the Note Issue in the 
Isle of Man) . ; . 109,262,250 15 5 
British Corporation Stocks _ eien mens. There 
5 0 is a contingent liability for uncalled Capital in respect of a 1,794,560 17 5 
0 0 portion of these Investments ; » ‘ ‘ ‘ ____ 111,056,811 12 10 
19 3 Advances to Customers and other Accounts ‘ ; : 125,249,310 4 0 
45 Balances in Account with Subsidiary Companies z . 87,095 13 
— 125,336,405 17 5 
Liability of Customers for Acceptances, Endorsements, and other Engagements, as 
per contra , ‘ ‘ ‘ d A ‘ ‘ ; : ; 20,556,531 19 3 
Shares in Subsidiary Companies (at cost, /ess amounts written off ): 
Westminster Foreign Bank Limited : P s. d. 
8,000 £20 Shares, fully paid | 
92,000 £20 Shares, £10 paid j 1,080,000 0 0 
Ulster Bank Limited: 
200,000 £15 Shares, £5 paid , ‘ P ° . 1,912,500 0 0 
__ 2,992,500 0 0 
Bank and other Premises (at cost, /ess amounts written off) . ; ‘ é ‘ 5,239,328 4 3 
8 8 ———___—_—_ 
— £408,197,496 8 8 














LOSS ACCOUNT Cr. 

















STATEMENT PURSUANT TO THE COMPANIES ACT 1929 


Directors’ Remuneration, including Income Tax and Fees paid to » them by Subsidiary Companies, amounted 
to £38,430 5s. 7d. Such of the aggregate profits of the Subsidiary Companies for the year as have been 
declared in dividends are included in the Profit and Loss account above. The undivided balances of the 
profits of the Subsidiary Companies have been carried forward in the accounts of those Companies. 


s. d. 
13 9 £ a, 2 
a By Balance brought forward from 31st December, 1935 ‘ ; 4 Z P ; 369,848 15 9 
i 6 » Profit for the year, after providing for Rebate and Income Tax, and after appropria- 
pes tions to the credit of Contingency Accounts, out of which accounts full eenves for 
00 Bad and Doubtful Debts has been made. ‘ . . ° ° . 41,731,954 19 9 
| 
2s 
$15 6 OT ak ge a? fee ee 
£2,101,803 15 6 
—— 





R. E. BECKETT CHARLES LIDBURY, Chief General Manager 
M. N. HOGG Directors 
, HUNSDON j J. R. HOOFF, Chief Accountant 
Lda London, \1th January 1937. 
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BARCLAYS BANK LIMITED 





HIGH 


THE IMPROVEMENT 


IN 


LEVEL 


OF DEPOSITS 


ECONOMIC CONDITIONS 





MR 


EDWIN FISHER’S ADDRESS 





HE 42na Ordinary General Meeting of 

I Barclays Bank Limited was held on 

Thursday, January 21, at Southern 
House, Cannon Street, London, E.C. 

Mr. Edwin Fisher (Chairman of the Bank) 
presided. 

The Chairman, who was received with 
applause, said: I am fortunate on this, the 
first occasion upon which I have had the 
privilege of addressing the shareholders as 
Chairman, in being able to refer to a year of 
further improvement in economic conditions. 

I do not need to remind you that this 
country, with its world-wide trading con- 
nections, cannot be indifferent to conditions 
existing in countries overseas, and a satis- 
factory feature of developments during the 
past year has been that the improvement in 
our own internal situation has been accom- 
panied by some further recovery abroad. 


CURRENT AND DEPOSIT ACCOUNTS 

Our Current, Deposit and Other Accounts on 
December 31 last amounted to £429,538,416, 
and showed an increase of {22,756,146 com- 
pared with the previous year. 

The average of the Deposits of Barclays 
Bank in the year 1936, as returned in our 
monthly statements, was higher by {25} 
million that in the year 1935. 

The average holding of Cash in Hand and 
with the Bank of England in 1936 was greater 
than in 1935, but the figures at December 31 
last showed a decrease, compared with a year 
earlier, of £136,711, to £51,909,017, and the 
ratio to deposits stood at 12-08 per cent. 
against 12°79 per cent. 

Money at Call and Short Notice at 
{26,318,800 is higher by £714,550. 


ADVANCES 


Advances have increased to £179,655,011, 
against {160,549,222 on December 31, 1935, 
and the ratio of this item to Deposits has risen 
to 41-82 per cent., compared with 39-46 per 
cent. The upward trend in Advances is a 
further indication of improved industrial and 
commercial activity. 


An analysis of our Advances shows that, at 
the end of November, there were 202,225 
customers having Advances, compared with 
200,744 at the end of October, 1935, the 
average Advance being £854, against {774 
The bulk of the Advances made by the Bank 
is to persons borrowing sums not exceeding 
£1,000, and at the end of November last the 
number of customers so borrowing accounted 
for 87-6 per cent. of the total, against 88-, 
per cent. a year before. 

Loans to productive industry amounted to 
31-8 per cent. of the total value, compared 
with 32-7 per cent. at the end of October 
1935. 


NET PROFITS 

The Net Profit for the year ended December 
31 last, after payment of all charges and 
after making provision for all Bad and 
Doubtful Debts and for Contingencies, 
amounted to the sum of £1,894,361 os. 5d., an 
increase of £110,576 15s. on the previous 
year, to which has to be added the sum of 
£583,645 9s. 1d. brought in, making a total 
to be dealt with of £2,478,006 9s. 6d. The 
Directors have applied £250,000 in Reduction 
of Premises Account, and recommend the 
payment of the usual Dividends at the rates 
of 10 per cent. per annum on the “ A’ 
Shares, and 14 per cent. per annum on the 
“B” and “CC” Ghares, less Income 
Tax, involving in all a net amount of 
£1,588,238 16s. 2d., and leaving a sum of 
£639,767 13s. 4d. to be carried forward. 


MONEY AND INDUSTRIAL 
RECOVERY 

When considering the results for the past 
year we have to bear in mind the easy con- 
ditions still ruling in the Money Market and 
the effect of the low rates of interest on our 
earning capacity. The continuance of these 
low rates has been due in part to official policy 
Cheap money is one of the traditional correc- 
tives for industrial depression, and there is 
little doubt that the availability of large funds 
for employment at low rates of interest has 
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peen a factor in the revival of industry 1 
this country. Very properly it acts as a 
stimulus to business; but it is necessary to 
guard against the danger of too much 
emphasis being placed on the importance of 
cheap money ‘and too little on those other 
essentials which are necessary for the main- 
tenance of healthy conditions, in which alone 
real prosperity can be assured. 


GOVERNMENT ASSISTANCE 

The general recovery which we are now 
experiencing undoubtedly owed its initial 
mpetus to the wise action of the Government, 
which took the courageous step of placing our 
national finances on a sound basis, and thus 
restoring confidence in sterling, not only at 
home, but also abroad. 


INTERNATIONAL CURRENCY 
DEVELOPMENTS 


One of the most important events of the 
year has been the devaluation of the French 
franc which was followed by the readjust- 
ment of the values of other currencies, notably 
those of Switzerland, Holland and Italy. The 
necessity for these measures can be readily 
understood, for the prices ruling in these 
countries made it difficult for the home pro- 
ducer to face foreign competition, and the 
realignment of currencies, which has now 
taken place, should do much to increase the 
competitive power of their industries by 
restoring a measure of price equilibrium with 
other countries. 

As a result of these events the possibility 
of securing a reduction in international trade 
barriers has improved. The currency adjust- 
ments, however, would have proved very 
difficult to carry out and might have had 
dangerous consequences had they not been 
preceded by the declarations on monetary 
policy made by the Governments of France, 
the United States, and this country, in which, 
while safeguarding their own position, they 
reaffirmed their intention to avoid action 
calculated to have a disturbing influence upon 
the international exchanges. The enuncia- 
tion of this common desire marked a definite 
step forward in international co-operation 
and a further notable feature of the declara- 
tions by the three Governments was the 
importance attached to the development of 
international trade and the progressive relaxa- 
tion of the system of quotas and exchange 
controls, with a view to their ultimate 
abolition. 


POLITICAL UNCERTAINTY 
The cause of a large part of the world’s 
present difficulties is uncertainty and fear for 
the future. As this uncertainty has extended 
from the economic to the political sphere, 
nations have withdrawn more closely behind 


their own frontiers. Fears of currency in- 
stability, fears of industrial competition, and 
latterly political fears—all these have resulted 
in a network of restrictive measures that has 
only served to aggravate the problems to be 
solved. The more effective the trade barriers 
and the greater the expenditure on armaments, 
the greater the burden on the people and the 
greater the spirit of discontent and suspicion. 

What is needed is undoubtedly freer inter- 
course between nations, so that goods, money, 
and people can move with reasonable ease 
from country to country. Trade barriers 
must be relaxed; an international monetary 
system, based upon sound foundations, must 
be restored. Spasmodic gestures are in- 
sufficient. 


TRADE AGREEMENTS 


The readjustment of the values of certain 
important European currencies last year has 
also been followed by some reduction in trade 
barriers, and although these changes have 
been made chiefly with a view to preventing a 
rise in prices in the countries concerned, they 
should have a favourable effect over a wider 
area. Much remains to be done, however, 
and, therefore, while we must keep alive our 
ideals we must do everything possible to make 
the most of existing opportunities. For 
example, in the absence of freer trade, 
bilateral agreements have their uses, and can 
do a great deal to foster and extend our over- 
sea business. The conclusion of trade agree- 
ments, many of which have been beneficial 
to our exporters in recent years, may not be 
an ideal method, but it has proved useful, 
and in the absence of a better way, cannot be 
discarded. 


OVERSEAS BUSINESS 


Before concluding my Address I should like 
to express the hope that the prosperity which 
exists in most sections of the home market, 
and the difficulties of conducting foreign 
trade, will not result in the development of 
domestic business to the neglect of overseas 
connections. Such a _ policy, if pursued, 
would be shortsighted and unsound, for the 
time may well come when domestic business 
will prove less attractive than at present, and 
foreign connections, once lost, are not easily 
recovered. Moreover, the extension of inter- 
national trade and the resulting increase in 
world prosperity and decrease in world un- 
employment, are vital factors in the estab- 
lishment of world peace. 

If the cause of peace can be furthered by 
developing international commercial relation- 
ships, it can be said with confidence that the 
great trading community of this country 
will most assuredly play its part. (Applause.) 

The Report and Accounts were unani- 
mously adopted. 
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are {11,768,480 higher. They thus again take 
the premier place among our assets 
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their welcome announcements of dividends, 
have been read by shareholders with an 
interest they had almost lost. 

Shipbuilding throughout the country has 
received a much needed impetus, and this not 
only by reason of the Government’s rearma- 
ment programme. In the iron, steel and coal 
industries, there is undoubted improvement. 
Production during 1936 largely exceeded that 
of the previous year, and this year gives 


promise of even better trade 


OUTLOOK FOR COTTON 


Our interest in cotton is very extensive 
While we are able to record some real improve- 
ment, we have yet to reap the full reward of 
much patient effort to bring about better 
conditions. Recovery may be slow, but it is 
gathering strength. I know too well the views 
held in 


Lancashire’s 


some quarters that certain of 


foreign markets are perma- 
nently lost, some of our former customers 
having become not only self-providing but 
actually competitive with us. It is probable, 
however, that this particular competition is 
reaching its limit and that, with expanding 
home trade and extension to our Dominions, 
Crown Colonies and more favourable foreign 
markets, the reputation of Manchester goods 
will once more assert itself, bringing a full 
measure of prosperity to the county 


So far, I have been able to place before you 


1 record of steadily increasing trade recovery, 
gradually gathering momentum until in the 
last few months it assumed the nature of a 
boom. Caution should dictate our views but 
I cannot see any signs, apart from possible 
European political complications, of an early 
cessation of the country’s present prosperity 


PROBLEMS OF EXPANSION 


Recovery has, in the main, been confined 
to our internal trade, and it is certain that 
rearmament expenditure will supply a fresh 





and powerful stimulant. Vast sums have still 


to be spent, and increasing activity, employ 
ment and apparent prosperity will follow 


It is not, however, a pleasant prospect for the 


taxpayer, who will reflect that borrowed 
money has to be repaid. We must further not 
shut our eyes to the fact that much of our 
prosperity is due to four main measures of 
expediency or necessity, namely, protective 
tariffs, departure from the gold standard, the 
embargo upon foreign lending, and exception- 
ally cheap money. All these measures have 
helped our domestic trade, but their effect, 
combined with protective action taken by 
other countries, has seriously impeded inter- 
national trade. 

We have recently seen a quite exceptional 
rise in the price of certain commodities, and 
all indications point to a continuance of this 
upward trend. It is impossible to estimate 
the extent to which this will go, or to measure 
its effect, but it has already benefited the 
producers of primary products enormously, 
and placed them in the position of being able 
to purchase the goods of other countries 
This augurs well for the flow of international 
trade. The effect upon our home trade has 
still to be felt, but higher prices for raw 
materials mean increased cost for manu- 
factured goods, and this, in turn, will affect 
the cost of living. The position is not one to 
be viewed with easy satisfaction, and will 
require careful handling if we are to stabilise 
our prosperity and avoid the usual results of 
too rapid expansion. Moreover, it is bound 
ultimately to influence this country’s mone- 
tary policy, as the normal outcome of con- 
tinued trade expansion, with a general rise 
in costs on the scale we are experiencing, is 


without doubt dearer money 


MORE GOLD, MORE TRADE 


I base my favourable outlook for world 
trade largely upon the increasing production 
of gold. Hitherto, the full benefit of this has 
and France 
This 


condition may not repeat itself during the 


been lost owing to America 


absorbing the world production 


next three years, and the world’s gold 
production will, to some extent, be available 
to create credit in countries which of late 


have been drained of this necessary backing. 
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Primary products, with gold in freer 


distribution, would be likely to maintain 


present high price levels, and this must 


create ‘‘ two-way’ world trade. The profit 
on manufactured goods, with the employ- 
ment entailed and the services required from 
our railways and shipping, will offset the extra 


cost of our purchases abroad. 


The increased spending power of the people 


with its accompanying demand for an 


improved standard of living calling for the 
import of foodstuffs and other commodities, 
and the requirements of prospering industry 
in respect of raw materials of all kinds, has 
resulted in our being faced with an adverse 
visible trade balance, now being accentuated 
by the rapidly rising commodity values. This 
can only be adjusted by development of our 
export trade, an essential factor in any 
complete recovery of our economic position 
Serious attention, therefore, is required, and 
is no doubt being given to this aspect of the 
case. Tariffs and restrictions, however, still 
remain, with little if any alteration, and the 
absence of foreign lending 


almost total 


continues 
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GOAL TO AIM AT 


The incident in 


would undoubtedly be the resumption of 


crowning our recovery 
foreign lending, signalising, as it would, the 
return of confidence in foreign affairs, but 
with existing unsettled conditions abroad 
achievement of this appears impracticable at 
Nevertheless, encouraging 


the moment. 


returns from Canada, Australia, Africa, 


Scandinavia, the Argentine, and _ other 
quarters, give indications of improvement 
which may have far-reaching effects upon 
international trade, and even lead, along with 
the stabilisation of currencies, to the recom- 
mencement of international lending, formerly 
one of Great Britain’s main contributions to 
world progress, and the foundation of her 
own prosperity. 

3etore moving the adoption of the Report, 
I must again tell you of the very high opinion 
{ have of the ability and hard work displayed 
Mr. 


colleagues and the Executive generally, in 


by our General Manager, Furniss, his 
obtaining results such as those shown in the 
balance sheet submitted to you.—(Applause.) 


The Report and Accounts were adopted. 
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